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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am a Public Utilities Analyst V employed 

by the Residential Utility Consumer Office (“RUCO”) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utilities regulation and 

your educational background. 

I have been involved with utilities regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. I have been 

awarded the professional designation, Certified Rate of Return Analyst 

(“CRRA”) by the Society of Utility and Regulatory Financial Analysts 

(‘SURFA). The CRRA designation is awarded based upon experience 

and the successful completion of a written examination. Appendix I, which 

is attached to my direct testimony further describes my educational 

background and also includes a list of the rate cases and regulatory 

matters that I have been involved with. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What is the purpose of your testimony? 

The purpose of my testimony is to present recommendations that are 

based on my analysis of Arizona American Water Company’s (“AAWC” or 

“Company”) application for a permanent rate increase (“Application”) for 

three of the Company’s water districts in the state of Arizona. AAWC has 

chosen the operating period ended June 30, 2010 for the test year (“Test 

Year”) in this proceeding. The Company has elected not to conduct a 

reconstruction cost new less depreciation study (‘‘RCND’’) for the purpose 

of establishing a fair value rate base, and to use its original cost rate base 

as its fair value rate base for the purpose of establishing a fair value rate 

of return on its invested capital. 

Please identify the water districts for which AAWC is seeking permanent 

rate increases. 

AAWC is seeking permanent rate increases for the Company’s Agua Fria, 

Mohave and Havasu Water Districts. 

Briefly describe AAWC. 

AAWC is a public service corporation engaged in providing water and 

wastewater utility service in portions of Maricopa, Mohave, and Santa 

Cruz Counties pursuant to certificates of convenience and necessity 

granted by the ACC. Presently, AAWC is comprised of eleven water and 

wastewater districts that serve approximately 158,000 customers of which 

2 
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107,000 are water customers and 51,000 are wastewater customers. The 

Commission authorized the Company’s current, permanent rates and 

charges in Decision Numbers 72047 and 71410. 

Presently, AAWC is a subsidiary of American Water Works Company, Inc. 

(“American Water” or “AWK), a publicly traded entity on the New York 

Stock Exchange (“NYSE”), which is based in Voorhees, New Jersey.’ On 

March 2, 2011, AAWC filed an application2 with the Commission 

requesting a waiver of the requirements of A.A.C. R14-2-801 to R14-2-806 

(“the Affiliated Interest Rules”) with respect to a pending transaction 

between AAWC’s parent, American Water, and EPCOR Water (USA) Inc. 

(“EPCOR USA’) under which American Water will sell all of its issued and 

outstanding shares of AAWC common stock to EPCOR USA. The 

proposed transaction with EPCOR USA includes both AAWC and 

American Water’s New Mexico-American Water Company subsidiary. 

I . .  

According to The Value Line lnvesfment Survey, American Water Works Company, Inc. (NYSE 
symbol AWK) is the largest investor-owned water and wastewater utility in the United States and 
xovides services to over 15 million people in over 30 states and Canada. AWKs nonregulated 
xsiness assists municipalities and military bases with maintenance and upkeep. AWKs 
-egulated operations made up over 89% of 2010 revenues. New Jersey is AWKs biggest market 
and accounts for over 19% of total revenues. AWK has roughly 7,000 employees. AWKs 
jepreciation rate was 2.5% in 2010. New York-based investment company BlackRock, Inc., owns 
5.9% of the common stock outstanding. Officers and directors own less than 1% of the 
:orporation. AWKs President and CEO is Jeffrey Sterba and its Chairman is George Mackenzie. 

! Docket No. W-01303A-11-0101 
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Q. 

A. 

Is this your first case involving Arizona-American? 

No. I have also testified, as a witness for RUCO, on cost of capital and 

other ratemaking issues in a number of prior rate case proceedings on 

AAWC’s various water and wastewater  district^.^ I also recommended, as 

an ACC Staff Senior Rate Analyst, that the Commission reauthorize a 

revolving line of credit for the Paradise Valley Water District4. Most 

recently I testified in AAWC’s rate case involving the Company’s Anthem 

and Sun City Water Districts and the Anthem/Agua Fria, Sun City and Sun 

City West Wastewater Districts.’ In addition to the rate increase and 

financing proceedings cited above, I have also filed testimony in cases 

that involved a request for an arsenic cost recovery surcharge for AAWC’s 

Paradise Valley District. I further testified on AAWC’s request for an 

increase in hook-up fees to fund the construction of the Company’s White 

Tanks Regional Water Treatment Plant located in the Agua Fria District‘ 

which AAWC is seeking rate base treatment and cost recovery for in this 

proceeding. Currently, I am in the process of preparing written testimony 

on the aforementioned AAWC transaction with EPCOR USA, and on the 

Company’s pending application supporting consideration of stand-alone 

Docket Numbers WS-01303A-06-0491, WS-01303A-06-0403, W-01303A-06-0014, W-01303A- 
05-0405 et al. and W-O1303A-08-0227 et al. 

Docket No. W-01335A-00-0327 4 

Docket No. W-01303A-09-0343 et al. 5 

Docket No. W-01303A-05-0718 6 

4 
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(Le. deconsolidated) revenue requirements and rate designs for the 

Anthem/Agua Fria Wastewater District pursuant to Decision No, 72047. 

a. 
4. 

Q. 

A. 

Q. 

4. 

Please explain your role in RUCO’s analysis of AAWC’s Application. 

I reviewed AAWC’s Application and performed a cost of capital analysis to 

determine a fair rate of return on the Company’s invested capital. In 

addition to my recommended capital structure, my direct testimony will 

present my recommended cost of common equity (the Company has no 

preferred stock) and my recommended costs of short-term and long-term 

debt. The recommendations contained in this testimony are based on 

information obtained from Company responses to data requests, AAWC’s 

Application, and from market-based research that I conducted during my 

analysis. 

What areas will you address in your direct testimony? 

I will address the cost of capital issues associated with the case. I am 

also filing, under separate cover, direct testimony on AAWC’s request for 

an Infrastructure System Replacement Surcharge. 

Were you also responsible for RUCO’s recommendations on required 

revenue, rate base or rate design? 

No. Those aspects of the case were handled by RUCO witness Rodney 

L. Moore. In addition to Mr. Moore’s direct testimony on required revenue 

5 
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and rate design (which is scheduled to be filed on July 5, 2011), RUCO 

will also be offering the direct testimony of two outside consultants, 

Thomas H. Fish, Ph.D., and Royce A. Duffett, P.E. of Ariadair Economics 

Group. Dr. Fish and Mr. Duffett will file direct testimony on the accounting 

treatment and engineering issues associated with AAWC’s White Tanks 

Regional Water Treatment Plant and certain other plant additions that the 

Company is seeking rate base treatment and cost recovery for in this 

proceed i ng . 

Q. 

A. 

Please identify the exhibits that you are sponsoring. 

I am sponsoring Attachments A through E and Schedules WAR-I through 

WAR-9. 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

Q. 

A. 

Briefly summarize how your cost of capital testimony is organized. 

My cost of capital testimony is organized into seven sections. First, the 

introduction I have just presented and second, a summary of my testimony 

and recommendations that I am about to give. Third, I will present the 

findings of my cost of equity capital analysis, which utilized both the 

discounted cash flow (“DCF”) method, and the capital asset pricing model 

(“CAPM”). These are the two methods that RUCO and ACC Staff have 

consistently used for calculating the cost of equity capital in rate case 

proceedings in the past, and are the methodologies that the ACC has 

6 
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given the most weight to in setting allowed rates of return for utilities that 

operate in the Arizona jurisdiction. In this third section I will also provide a 

brief overview of the current economic climate within which the Company 

is operating. Fourth, I will discuss my recommended costs of short-term 

and long-term of debt for AAWC. The fifth section of my direct testimony 

is devoted to a discussion of my recommended capital structure for the 

Company. Sixth I will discuss my recommended weighted average cost of 

capital. In the Seventh and final section, I will comment on the Company’s 

cost of capital testimony. Attachments A through E and Schedules WAR- 

1 through WAR-9 will provide support for my cost of capital analysis. 

2. 

4. 

Please summarize the recommendations and adjustments that you will 

address in your testimony. 

Based on the results of my analysis, I am making the following 

recommendations: 

Cost of Equity Capital - I am recommending a 9.50 percent cost of equity 

capital. This 9.50 percent figure exceeds, by 40 basis points, the high end 

of the range of results that I obtained in my cost of equity analysis, which 

employed both the DCF and CAPM methodologies. My 9.50 percent cost 

of equity capital is 200 basis points lower than the 11 5 0  percent cost of 

equity capital being proposed by the Company. My 9.50 percent cost of 

common equity exceeds my recommended cost of short-term debt by 905 

7 
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basis points, and my recommended cost of long-term debt by 384 basis 

points. 

Capital Structure - I am recommending that the Commission adopt a 

capital structure comprised of 37.46 percent common equity, 17.38 

percent short-term debt and 45.16 percent long-term debt as opposed to 

the Company-proposed hypothetical capital structure which is comprised 

of 45.34 percent common equity and 54.66 percent debt. 

Cost of Debt - I am recommending that the Commission adopt AAWC’s 

Test Year cost of short-term debt of 0.45 percent, and the Company- 

proposed cost of long-term debt of 5.66 percent which is 3 basis points 

lower than the current yield on a Baa/BBB-rated utility bond. 

Weighted Average Cost of Capital - Based on the results of my 

recommended capital structure, I am recommending a 6.1 9 percent 

weighted average cost of capital (“WACC”) for AAWC, which is the 

weighted cost of my recommended costs of common equity, short-term 

debt and long-term debt. My recommended weighted average cost of 

capital is 241 basis points lower than the 8.30 percent WACC being 

proposed by the Company. 

8 
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Q 

4. 

..I 

Why do you believe that RUCO’s recommended 6.19 percent WACC is an 

appropriate rate of return for the Company to earn on its invested capital? 

The 6.19 percent WACC figure that I am recommending meets the criteria 

established in the landmark Supreme Court cases of Bluefield Water 

Works & Improvement Co. v. Public Service Commission of West Virginia 

(262 U.S. 679, 1923) and Federal Power Commission v. Hope Natural 

Gas Company (320 U.S. 391, 1944). Simply stated, these two cases 

affirmed that a public utility that is efficiently and economically managed is 

entitled to a return on investment that instills confidence in its financial 

soundness, allows the utility to attract capital, and also allows the utility to 

perform its duty to provide service to ratepayers. The rate of return 

adopted for the utility should also be comparable to a return that investors 

would expect to receive from investments with similar risk. 

The Hope decision allows for the rate of return to cover both the operating 

expenses and the “capital costs of the business” which includes interest 

on debt and dividend payment to shareholders. This is predicated on the 

belief that, in the long run, a company that cannot meet its debt obligations 

and provide its shareholders with an adequate rate of return will not 

continue to supply adequate public utility service to ratepayers. 

9 
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Q. Do the Bluefield and Hope decisions indicate that a rate of return sufficient 

to cover all operating and capital costs is guaranteed? 

A. No. Neither case guaranfees a rate of return on utility investment. What 

the Bluefield and Hope decisions do allow, is for a utility to be provided 

with the opportunity to earn a reasonable rate of return on its investment. 

That is to say that a utility, such as AAWC, is provided with the opportunity 

to earn an appropriate rate of return if the Company’s management 

exercises good judgment and manages its assets and resources in a 

manner that is both prudent and economically efficient. 

COST OF EQUITY CAPITAL 

Q. 

A. 

What is your final recommended cost of equity capital for AAWC? 

I am recommending a cost of equity of 9.50 percent. My recommended 

9.50 percent cost of equity figure is 40 basis points greater than the high 

side of the range of results derived from my DCF and CAPM analyses, 

which utilized a sample of publicly traded water providers and a sample of 

natural gas local distribution companies (“LDCs”). The results of my DCF 

and CAPM analyses are summarized on page 3 of my Schedule WAR-1. 

I O  
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Discounted Cash Flow (DCF) Method 

Q. Please explain the DCF method that you used to estimate the Company's 

cost of equity capital. 

The DCF method employs a stock valuation model known as the constant 

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e. 

the Gordon model), the professor of finance who was responsible for its 

development. Simply stated, the DCF model is based on the premise that 

the current price of a given share of common stock is determined by the 

present value of all of the future cash flows that will be generated by that 

share of common stock. The rate that is used to discount these cash 

flows back to their present value is often referred to as the investor's cost 

of capital (i.e. the cost at which an investor is willing to forego other 

investments in favor of the one that he or she has chosen). 

Another way of looking at the investor's cost of capital is to consider it from 

the standpoint of a company that is offering its shares of stock to the 

investing public. In order to raise capital, through the sale of common 

stock, a company must provide a required rate of return on its stock that 

will attract investors to commit funds to that particular investment. In this 

respect, the terms "cost of capital" and "investor's required return" are one 

in the same. For common stock, this required return is a function of the 

dividend that is paid on the stock. The investork required rate of return 

can be expressed as the percentage of the dividend that is paid on the 

A. 

11 
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stock (dividend yield) plus an expected rate of future dividend growth. 

This is illustrated in mathematical terms by the following formula: 

+g 
D1 
PO 

k = -  

where: k = the required return (cost of equity, equity capitalization rate), 

D1 
PO 
- = the dividend yield of a given share of stock calculated 

by dividing the expected dividend by the current market 

price of the given share of stock, and 

g = the expected rate of future dividend growth 

Q. 

A. 

This formula is the basis for the standard growth valuation model that 

used to determine the Company's cost of equity capital. 

In determining the rate of future dividend growth for the Company, wha 

assumptions did you make? 

There are two primary assumptions regarding dividend growth that must 

be made when using the DCF method. First, dividends will grow by a 

constant rate into perpetuity, and second, the dividend payout ratio will 

remain at a constant rate. Both of these assumptions are predicated on 

the traditional DCF model's basic underlying assumption that a company's 

earnings, dividends, book value and share growth all increase at the same 

constant rate of growth into infinity. Given these assumptions, if the 

12 
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dividend payout ratio remains constant, so does the earnings retention 

ratio (the percentage of earnings that are retained by the company as 

opposed to being paid out in dividends). This being the case, a 

company's dividend growth can be measured by multiplying its retention 

ratio (1 - dividend payout ratio) by its book return on equity. This can be 

stated as g = b x r. 

a. 

4. 

Would you please provide an example that will illustrate the relationship 

that earnings, the dividend payout ratio and book value have with dividend 

growth? 

RUCO consultant Stephen Hill illustrated this relationship in a 

Utilities Company 1993 rate case by using a hypothetical ~ t i l i t y . ~  

Table I 

Year 1 Year 2 Year 3 Year 4 Year 5 

Bookvalue $10.00 $10.40 $10.82 $1 1.25 $1 1.70 

Equity Return 10% 10% 10% 10% 10% 

EarningdSh. $1 .OO $1.04 $1.082 $1.125 $1.170 

Payout Ratio 0.60 0.60 0.60 0.60 0.60 

DividendKh $0.60 $0.624 $0.649 $0.675 $0.702 

Citizens 

Growth 

4.00% 

N/A 

4.00% 

N/A 

4.00% 

Table I of Mr. Hill's illustration presents data for a five-year period on his 

hypothetical utility. In Year 1, the utility had a common equity or book 

value of $10.00 per share, an investor-expected equity return of ten 

Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared 7 

Testimony, dated December 10, 1993, p. 25. 

13 
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percent, and a dividend payout ratio of sixty percent. This results in 

earnings per share of $1 .OO ($1 0.00 book value x 10 percent equity return) 

and a dividend of $0.60 ($1.00 earningskh. x 0.60 payout ratio) during 

Year 1. Because forty percent (1 - 0.60 payout ratio) of the utility's 

earnings are retained as opposed to being paid out to investors, book 

value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I 

presents the results of this continuing scenario over the remaining five- 

year period. 

The results displayed in Table I demonstrate that under "steady-state" (Le. 

constant) conditions, book value, earnings and dividends all grow at the 

same constant rate. The table further illustrates that the dividend growth 

rate, as discussed earlier, is a function of (1) the internally generated 

funds or earnings that are retained by a company to become new equity, 

and (2) the return that an investor earns on that new equity. The DCF 

dividend growth rate, expressed as g = b x r, is also referred to as the 

internal or sustainable growth rate. 

a. 

4. 

If earnings and dividends both grow at the same rate as book value, 

shouldn't that rate be the sole factor in determining the DCF growth rate? 

No. Possible changes in the expected rate of return on either common 

equity or the dividend payout ratio make earnings and dividend growth by 

14 
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themselves unreliable. This can be seen in the continuation of Mr. Hill's 

illustration on a hypothetical utility. 

Table II 

Year 1 Year2 Year 3 

Book Value $10.00 $10.40 $10.82 

Equity Return 10% 10% 15% 

Earnings/Sh $1 .OO $1.04 $1.623 

Payout Ratio 0.60 0.60 0.60 

Dividend6 h $0.60 $0.624 $0.974 

Year 4 Year 5 

$11.47 $12.158 

15% 15% 

$1.720 $1.824 

0.60 0.60 

$1.032 $1.094 

Growth 

5.00% 

10.67% 

16.20% 

N/A 

16.20% 

In the example displayed in Table II, a sustainable growth rate of four 

percent' exists in Year 1 and Year 2 (as in the prior example). In Year 3, 

Year 4 and Year 5, however, the sustainable growth rate increases to six 

pe r~en t .~  If the hypothetical utility in Mr. Hill's illustration were expected to 

earn a fifteen-percent return on common equity on a continuing basis, 

then a six percent long-term rate of growth would be reasonable. 

However, the compound growth rate for earnings and dividends, displayed 

in the last column, is 16.20 percent. If this rate was to be used in the 

DCF model, the utility's return on common equity would be expected to 

increase by fifty percent every five years, [(I 5 percent + 10 percent) - I ] .  

This is clearly an unrealistic expectation. 

[ ( Year 2 EarningdSh - Year 1 Earnings/Sh ) + Year 1 EarningsISh ] = [ ( $1.04 - $1.00 ) + 
3 

$1 .OO ] = [ $0.04 + $1 .OO ] = 4.00% 

[ ( 1 - Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00% 
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Although it is not illustrated in Mr. Hill's hypothetical example, a change in 

only the dividend payout ratio will eventually result in a utility paying out 

more in dividends than it earns. While it is not uncommon for a utility in 

the real world to have a dividend payout ratio that exceeds one hundred 

percent on occasion, it would be unrealistic to expect the practice to 

continue over a sustained long-term period of time. 

Q. 

A. 

Q. 

A. 

Other than the retention of internally generated funds, as illustrated in Mr. 

Hill's hypothetical example, are there any other sources of new equity 

capital that can influence an investor's growth expectations for a given 

corn pan y ? 

Yes, a company can raise new equity capital externally. The best 

example of external funding would be the sale of new shares of common 

stock. This would create additional equity for the issuer and is often the 

case with utilities that are either in the process of acquiring smaller 

systems or providing service to rapidly growing areas. 

How does external equity financing influence the growth expectations held 

by investors? 

Rational investors will put their available funds into investments that will 

either meet or exceed their given cost of capital (Le. the return earned on 

their investment). In the case of a utility, the book value of a company's 

stock usually mirrors the equity portion of its rate base (the utility's earning 
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base). Because regulators allow utilities the opportunity to earn a 

reasonable rate of return on rate base, an investor would take into 

consideration the effect that a change in book value would have on the 

rate of return that he or she would expect the utility to earn. If an investor 

believes that a utility's book value (Le. the utility's earning base) will 

increase, then he or she would expect the return on the utility's common 

stock to increase. If this positive trend in book value continues over an 

extended period of time, an investor would have a reasonable expectation 

for sustained long-term growth. 

Q. 

A. 

Please provide an example of how external financing affects a utility's 

book value of equity. 

As I explained earlier, one way that a utility can increase its equity is by 

selling new shares of common stock on the open market. If these new 

shares are purchased at prices that are higher than those shares sold 

previously, the utility's book value per share will increase in value. This 

would increase both the earnings base of the utility and the earnings 

expectations of investors. However, if new shares sold at a price below 

the pre-sale book value per share, the after-sale book value per share 

declines in value. If this downward trend continues over time, investors 

might view this as a decline in the utility's sustainable growth rate and will 

have lower expectations regarding growth. Using this same logic, if a new 

stock issue sells at a price per share that is the same as the pre-sale book 
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value per share, there would be no impact on either the utility‘s earnings 

base or investor expectations. 

a. 

4. 

Please explain how the external component of the DCF growth rate is 

determined. 

In his book, The Cost of Capital to a Public Utility,” Dr. Gordon (the 

individual responsible for the development of the DCF or constant growth 

model) identified a growth rate that includes both expected internal and 

external financing components. The mathematical expression for Dr. 

Gordon’s growth rate is as follows: 

where: g 

b 

r 

S 

V 

and V 

where: BV 

MP 

g = ( br )  + ( sv ) 

DCF expected growth rate, 

the earnings retention ratio, 

the return on common equity, 

the fraction of new common stock sold that 

accrues to a current shareholder, and 

funds raised from the sale of stock as a fraction 

of existing equity. 

1 - [ ( B V ) + ( M P ) ]  

book value per share of common stock, and 

the market price per share of common stock. 

lo Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State 
University, 1974, pp. 30-33. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Did you include the effect of external equity financing on long-term growth 

rate expectations in your analysis of expected dividend growth for the DCF 

model? 

Yes. The external growth rate estimate (sv) is displayed on Page 1 of 

Schedule WAR-4, where it is added to the internal growth rate estimate 

(br) to arrive at a final sustainable growth rate estimate. 

Please explain why your calculation of external growth on page 2 of 

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in 

the equation [(M + B) + I] + 2. 

The market price of a utility’s common stock will tend to move toward book 

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return 

that is equal to the cost of capital (one of the desired effects of regulation). 

As a result of this situation, I used [(M + B) + I ]  + 2 as opposed to the 

current market-to-book ratio by itself to represent investor’s expectations 

that, in the future, a given utility will achieve a market-to-book ratio of 1 .O. 

Has the Commission ever adopted a cost of capital estimate that included 

this assumption? 

Yes. In a prior Southwest Gas Corporation rate case”, the Commission 

adopted the recommendations of ACC Staffs cost of capital witness, 

Stephen Hill, who I noted earlier in my testimony. In that case, Mr. Hill 

Decision No. 68487, Dated February 23, 2006 (Docket No. G-01551A-04-0876) 11 
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Q.  

A. 

Q.  

A. 

Q,  

A. 

used the same methods that have used in arriving at the inputs for the 

DCF model. His final recommendation for Southwest Gas Corporation 

was largely based on the results of his DCF analysis, which incorporated 

the same valid market-to-book ratio assumption that I have used 

consistently in the DCF model as a cost of capital witness for RUCO. 

How did you develop your dividend growth rate estimate? 

I analyzed data on two separate proxy groups. A water company proxy 

group comprised of four publicly traded water companies and a natural 

gas proxy group consisting of nine natural gas local distribution companies 

(“LDCs”) that have similar operating characteristics to water providers. 

Why did you use a proxy group methodology as opposed to a direct 

analysis of the Company? 

One of the problems in performing this type of analysis is that the utility 

applying for a rate increase is not always a publicly traded company. 

Although AAWC’s parent company is publicly-traded on the NYSE, AAWC 

is not. Because of this situation, I used the aforementioned proxy that 

includes four publicly-traded water companies and nine LDCs. 

Are there any other advantages to the use of a proxy? 

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope 

decision that a utility is entitled to earn a rate of return that is 
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commensurate with the returns on investments of other firms with 

comparable risk. The proxy technique that I have used derives that rate of 

return. One other advantage to using a sample of companies is that it 

reduces the possible impact that any undetected biases, anomalies, or 

measurement errors may have on the DCF growth estimate. 

Q. 

A. 

Q. 

A. 

What criteria did you use in selecting the companies that make up your 

water company proxy for the Company? 

The four water companies used in the proxy are publicly traded on the 

New York Stock Exchange (“NYSE”). All four water companies are 

followed by The Value Line Investment Survey (“Value Line”) and are the 

same companies that comprise Value Line’s large capitalization Water 

Utility Industry segment of the U.S. economy (Attachment A contains 

Value Line’s April 22, 2011 update of the water utility industry and 

evaluations of the water companies used in my proxy). 

Are these the same water utilities that you have used in prior rate case 

proceedings? 

Yes and no. In prior proceedings I have included a water provider known 

as Southwest Water Company (“SWWC”). My water company sample in 

this case includes SJW Corporation (NYSE symbol SJW), a San Jose, 

California-based water provider which, prior to April of 201 1, was included 

in Value Line’s Small and Mid-Cap Edition. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Why did you exclude SWWC from your sample in this proceeding? 

On March 3, 2010 SWWC announced that it had entered into a definitive 

merger agreement to be acquired for approximately $275 million in cash, 

or $11.00 per share (almost 2.5 times SWWC’s 2009 book value per 

share), by institutional investors advised by J.P. Morgan Asset 

Management and Water Asset Management L.L.C. Since the completion 

of the acquisition, SWWC is no longer publicly traded and is no longer 

being followed by Value Line. 

Please describe the companies that comprise your water company proxy 

group. 

In addition to SJW, my water company proxy group includes American 

States Water Company (stock ticker symbol iiAWR”), California Water 

Service Group ( “ C W )  and Aqua America, Inc. (“WR”). Each of these 

water companies face the same types of risk that AAWC faces. For the 

sake of brevity, I will refer to each of these companies by their appropriate 

stock ticker symbols henceforth. 

Briefly describe the areas served by the companies in your water 

company sample proxy. 

AWR serves communities located in Los Angeles, Orange and San 

Bernardino counties in California. CWT provides service to customers in 

seventy-five communities in California, New Mexico and Washington. 
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CWT’s principal service areas are located in the San Francisco Bay area, 

the Sacramento, Salinas and San Joaquin Valleys and parts of Los 

Angeles. SJW serves approximately 226,000 customers in the San Jose 

area and approximately 8,700 customers in a region located between 

Austin and San Antonio, Texas. W R  is a holding company for a large 

number of water and wastewater utilities operating in nine different states 

including Pennsylvania, Ohio, New Jersey, Illinois, Maine, North Carolina, 

Texas, Florida and Kentucky. 

Q 

A. 

Are these the same water utilities that AAWC’s cost of capital witness 

included in her sample? 

AAWC’s cost of equity witness, Dr. Bente Villadsen, excluded SWWC in 

her sample of water utilities as I did but for different reasons. Given that 

SWWC is no longer publicly traded, and both Dr. Villadsen and I agree 

that SWWC should not be included in our samples, I will not elaborate on 

the difference in rationale. In addition to AWR, CWT, SJW1* and WTR, 

Dr. Villadsen included AAWC’s parent American Water, or AWK, and four 

other water companies (which are included in Value Line’s Small and Mid 

Cap Edition) in both her DCF and risk positioning (Le. CAPM) ana1y~es.l~ 

During the time that Dr. Villadsen conducted her analysis, SJW was followed in Value Line’s 12 

Small and Mid Cap Edition. 

Connecticut Water Service, Inc., Middlesex Water Company, Pennichuck Corp. and York 13 

Water Co. 
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Q. 

A. 

Q. 

A. 

Why did you exclude AWK and the water companies that are followed in 

Value Line’s Small and Mid Cap Edition in your cost of common equity 

an a I y s is? 

I excluded AWK because the Company has not yet been publicly traded 

for a full five-year period and Value Line has not compiled five full years of 

historical operating figures that I rely on in my DCF analysis. In regard to 

the water utilities followed in the Small and Mid Cap edition, Value Line 

does not provide the same type of forward-looking information (Le. long- 

term estimates on return on common equity and share growth) on small 

and mid-cap companies that it provides on the four water companies that I 

used in my proxy. Consequently these water providers are not as suitable 

as the ones that I have used in my analysis. 

What criteria did you use in selecting the natural gas LDCs included in 

your proxy for the Company? 

As are the water companies that I just described, each of the natural gas 

LDCs used in the proxy are publicly traded on a major stock exchange (all 

nine trade on the NYSE) and are followed by Value Line. Each of the nine 

LDCs in my sample are tracked in Value Line’s natural gas Utility industry 

segment. All of the companies in the proxy are engaged in the provision 

of regulated natural gas distribution services. Attachment B of my 

testimony contains Value Line’s most recent evaluation of the natural gas 

proxy group that I used for my cost of common equity analysis. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What companies are included your natural gas proxy? 

The nine natural gas LDCs included in my proxy (and their NYSE ticker 

symbols) are AGL Resources, Inc. (“AGL”), Atmos Energy Corp. (“ATO”), 

Laclede Group, Inc. (“LG”), New Jersey Resources Corporation (“NJR”), 

Northwest Natural Gas Co. (“NWN”), Piedmont Natural Gas Company 

(“PNY), South Jersey Industries, Inc. (“SJI”) Southwest Gas Corporation 

(‘SWX’’), which is the dominant natural gas provider in Arizona, and WGL 

Holdings, Inc. (“WGL”). 

Are these the same LDCs that you have used in prior rate case 

proceedings? 

Yes, I have used these same LDCs in prior cases including the most 

recent UNS Gas, Inc. pr0~eeding.l~ However, in those prior proceedings I 

also included a tenth natural gas provider known as Nicor, Inc. (“GAS”). 

Nicor, Inc. is currently being acquired by AGL Resources, Inc. Because 

GAS’ stock price is now being driven by the aforementioned acquisition, 

I’ve dropped it from my LDC proxy group. 

Briefly describe the regions of the U.S. served by the nine natural gas 

LDCs that make up your sample proxy. 

The nine LDCs listed above provide natural gas service to customers in 

the Middle Atlantic region (Le. NJR which serves portions of northern New 

Docket No. G-04204A-06-0463 14 
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Jersey, SJI which serves southern New Jersey and WGL which serves the 

Washington D.C. metro area), the Southeast and South Central portions 

of the U.S. (i.e. AGL which serves Virginia, southern Tennessee and the 

Atlanta, Georgia area and PNY which serves customers in North Carolina, 

South Carolina and Tennessee), the South, deep South and Midwest (i.e. 

AT0 which serves customers in Kentucky, Mississippi, Louisiana, Texas, 

Colorado and Kansas, LG which serves the St. Louis area), and the 

Pacific Northwest (Le. NWN which serves Washington state and Oregon). 

Portions of Arizona, Nevada and California are served by SWX. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Did Dr. Villadsen also perform a similar analysis using natural gas LDCs? 

Yes, she did. 

Did Dr. Villadsen use the same LDCs that you included in your sample? 

Yes. Dr. Villadsen used the same LDCs that I included in my sample with 

the exception of ATO, NJR and GAS (which had not announced the news 

of the merger with AGL until after Dr. Villadsen’s analysis had been 

completed). 

Please explain your DCF growth rate calculations for the sample 

companies used in your proxy. 

Schedule WAR-5 provides retention ratios, returns on book equity, internal 

growth rates, book values per share, numbers of shares outstanding, and 
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the compounded share growth for each of the utilities included in the 

sample for the historical observation period 2006 to 2010. Schedule 

WAR-5 also includes Value Line's projected 2011, 2012 and 2014-16 

values for the retention ratio, equity return, book value per share growth 

rate, and number of shares outstanding for the both the water utilities and 

the LDCs. 

Q. 

4. 

Please describe how you used the information displayed in Schedule 

WAR-5 to estimate each comparable utility's dividend growth rate. 

In explaining my analysis, I will use AWR as an example. The first 

dividend growth component that I evaluated was the internal growth rate. 

I used the "b x r" formula (described on pages 13 and 14) to multiply 

AWR's earned return on common equity by its earnings retention ratio for 

each year in the 2006 to 2010 observation period to derive the utility's 

annual internal growth rates. I used the mean average of this five-year 

period as a benchmark against which I compared the projected growth 

rate trends provided by Value Line. Because an investor is more likely to 

be influenced by recent growth trends, as opposed to historical averages, 

the five-year mean noted earlier was used only as a benchmark figure. As 

shown on Schedule WAR-5, Page 1, AWR's average internal growth rate 

of 3.71% over the 2006 to 2010 time frame reflects an up and down 

pattern of growth that ranged from a low of 2.56% in 2006 to a high of 

6.08% during 201 0. Value Line is predicting a similar pattern for the future 
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and expects internal growth will fall to 5.34% in 2011 before climbing to 

6.49% by the end of the 2014-16 time frame. After weighing Value Line’s 

projections on earnings and dividend growth, I believe that a 6.25% rate of 

internal sustainable growth is reasonable for AWR (Schedule WAR-4, 

Page 1 of 2). 

Q. 

A. 

Q. 

A. 

Please continue with the external growth rate component portion of your 

analysis. 

Schedule WAR-5 demonstrates that the number of shares outstanding for 

AWR increased from 17.05 million to 18.63 million from 2006 to 2010. 

Value Line is predicting that this level will increase from 19.25 million in 

2011 to 20.00 million by the end of 2016. Based on this data, I believe 

that a 3.00 percent growth in shares is not unreasonable for AWR (Page 2 

of Schedule WAR-4). My final dividend growth rate estimate for AWR is 

6.91 percent (6.50 percent internal growth + 0.41 percent external growth) 

and is shown on Page 1 of Schedule WAR-4. 

What is your average DCF dividend growth rate estimate for your sample 

of water utilities? 

My average DCF dividend growth rate estimate for my water company 

sample is 6.01 percent as displayed on page 1 of Schedule WAR-4. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Did you use the same approach to determine an average dividend growth 

rate for your proxy of natural gas LDCs? 

Yes. 

What is your average DCF dividend growth rate estimate for the sample 

natural gas utilities? 

My average DCF dividend growth rate estimate is 5.42 percent, which is 

also displayed on page 1 of Schedule WAR-4. 

How does your average dividend growth rate estimates on water 

companies compare to the growth rate data published by Value Line and 

other analysts? 

Schedule WAR-6 compares my growth estimates with the five-year 

projections of analysts at both Zacks Investment Research, Inc. (”Zacks”) 

(Attachment C) and Value Line. In the case of the water companies, my 

6.01 percent growth estimate falls between Zacks’ average long-term EPS 

projection of 8.75 percent for two of the four water companies in my 

sample (Zacks has no estimates for CWT and SJW) and Value Line’s 

growth projection of 5.00 percent (which is an average of EPS, DPS and 

BVPS). My 6.01 percent estimate is 109 basis points higher than the 4.92 

percent average of Value Line’s historical growth results and 85 basis 

points higher than the average of the growth data published by Value Line 

and Zacks. My 6.01 percent growth estimate is also 162 basis points 
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higher than Value Line’s 4.39 percent 5-year compound historical average 

of EPS, DPS and BVPS. The estimates of analysts at Value Line indicate 

that investors are expecting somewhat higher performance from the water 

utility industry in the future given their 7.50 percent to 9.50 percent return 

on book common equity over the 201 I to 2016 period (Attachment A). On 

balance, I would say my 6.01 percent estimate is a good representation of 

the growth projections that are available to the investing public. 

Q. 

A. 

How do your average growth rate estimates on natural gas LDCs compare 

to the growth rate data published by Value Line and other analysts? 

As can be seen on Schedule WAR-6, my 5.42 percent growth estimate for 

the natural gas LDCs also falls between the average 4.53 percent long- 

term EPS consensus projections published by Zacks, and the 5.57 

percent Value Line projected estimate (which is an average of EPS, DPS 

and BVPS). The 5.42 percent estimate that I have calculated is 14 basis 

points lower than the 5.56 percent average of the 5-year historic EPS, 

DPS and BVPS means of Value Line and is also 6 basis points lower than 

the combined 5.48 percent Value Line and Zacks averages displayed in 

Schedule WAR-6. However, my 5.42 percent growth estimate exceeds 

Value Line’s 4.29 percent 5-year compound historical average of EPS, 

DPS and BVPS by 102 basis points. In the case of the LDCs I would say 

that my 5.42 percent estimate is representative of the growth projections 
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for natural gas LDCs being presented by securities analysts at this point in 

time. 

Q. 

4. 

Q. 

A. 

How did you calculate the dividend yields displayed in Schedule WAR-3? 

For both the water companies and the natural gas LDCs I used the 

estimated annual dividends, for the next twelve-month period, that 

appeared in Value Line’s April 22, 2011 Ratings and Reports water utility 

industry update and Value Line’s June I O ,  2011 Ratings and Reports 

natural gas utility update. I then divided those figures by the eight-week 

average daily adjusted closing price per share of the appropriate utility’s 

common stock. The eight-week observation period ran from April 11, 

201 1 to June 3, 201 1, and the average dividend yields were 3.06 percent 

and 3.68 percent for the water companies and natural gas LDCs 

respectively. 

Based on the results of your DCF analysis, what is your cost of equity 

capital estimate for the water and natural gas utilities included in your 

sample? 

As shown on Schedule WAR-2, the cost of equity capital derived from my 

DCF analysis is 9.07 percent for the water utilities and 9.10 percent for the 

natural gas LDCs. 
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Capital Asset Pricing Model (CAPM) Method 

Q. Please explain the theory behind CAPM and why you decided to use it as 

an equity capital valuation method in this proceeding. 

CAPM is a mathematical tool that was developed during the early 1960’s 

by William F. Sharpe15, the Timken Professor Emeritus of Finance at 

Stanford University, who shared the 1990 Nobel Prize in Economics for 

research that eventually resulted in the CAPM model. CAPM is used to 

analyze the relationships between rates of return on various assets and 

risk as measured by beta.16 In this regard, CAPM can help an investor to 

determine how much risk is associated with a given investment so that he 

or she can decide if that investment meets their individual preferences. 

Finance theory has always held that as the risk associated with a given 

investment increases, so should the expected rate of return on that 

investment and vice versa. According to CAPM theory, risk can be 

classified into two specific forms: nonsystematic or diversifiable risk, and 

systematic or non-diversifiable risk. While nonsystematic risk can be 

virtually eliminated through diversification (i.e. by including stocks of 

various companies in various industries in a portfolio of securities), 

systematic risk, on the other hand, cannot be eliminated by diversification. 

A. 

William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Manaqement Science, Vol. 9, No. 15 

2 (January 1963), pp. 277-93. 

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of 
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns 
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on 
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock 
market; and if a stock’s beta is less than 1 .O, its returns are less volatile or riskier than the overall 
stock market. 

16 
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Thus, systematic risk is the only risk of importance to investors. Simply 

stated, the underlying theory behind CAPM is that the expected return on 

a given investment is the sum of a risk-free rate of return plus a market 

risk premium that is proportional to the systematic (non-diversifiable risk) 

associated with that investment. In mathematical terms, the formula is as 

follows: 

k =  r f+  [ 13 ( rm - r f ) ]  

where: k - - the expected return of a given security, 

risk-free rate of return, 

beta coefficient, a statistical measurement of a 

security's systematic risk, 

average market return (e.9. S&P 500), and 

market risk premium. 

- - rf 

13 - - 

- - rm 

rm - rf = 

Q. 

A. 

Q. 

A. 

What types of financial instruments are generally used as a proxy for the 

risk-free rate of return in the CAPM model? 

Generally speaking, the yields of U.S. Treasury instruments are used by 

analysts as a proxy for the risk-free rate of return component. 

Please explain why U.S. Treasury instruments are regarded as a suitable 

proxy for the risk-free rate of return? 

As citizens and investors, we would like to believe that U.S. Treasury 

securities (which are backed by the full faith and credit of the United 
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States Government) pose no threat of default no matter what their maturity 

dates are. However, a comparison of various Treasury instruments 

(Attachment D) will reveal that those with longer maturity dates do have 

slightly higher yields. Treasury yields are comprised of two separate 

 component^,'^ a real rate of interest (believed to be approximately 2.00 

percent) and an inflationary expectation. When the real rate of interest is 

subtracted from the total treasury yield, all that remains is the inflationary 

expectation. Because increased inflation represents a potential capital 

loss, or risk, to investors, a higher inflationary expectation by itself 

represents a degree of risk to an investor. Another way of looking at this 

is from an opportunity cost standpoint. When an investor locks up funds in 

long-term T-Bonds, compensation must be provided for future investment 

opportunities foregone. This is often described as maturity or interest rate 

risk and it can affect an investor adversely if market rates increase before 

the instrument matures (a rise in interest rates would decrease the value 

of the debt instrument). As discussed earlier in the DCF portion of my 

testimony, this compensation translates into higher rates of returns to the 

investor. 

... 

” As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk 
premium. The approximate risk premium of a given security can be determined by simply 
subtracting a 91-day T-Bill rate from the yield on the security. 
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Q. 

A. 

Q. 

4. 

Q. 

4. 

What security did you use for a risk-free rate of return in your CAPM 

ana I ys is? 

I used an eight-week average of the yield on a 5-year U.S. Treasury 

instrument. The yields were published in Value Line’s Selection and 

Opinion publication dated April 22, 2011 through June I O ,  2011 

(Attachment D). This resulted in a risk-free (rf) rate of return of 1.91 

percent . 

Why did you use the yield on a 5-year year U.S. Treasury instrument as 

opposed to a short-term T-Bill? 

While a shorter term instrument, such as a 91-day T-Bill, presents the 

lowest possible total risk to an investor, a good argument can be made 

that the yield on an instrument that matches the investment period of the 

asset being analyzed in the CAPM model should be used as the risk-free 

rate of return. Since utilities in Arizona generally file for rates every three 

to five years, the yield on a 5-year U.S. Treasury Instrument closely 

matches the investment period or, in the case of regulated utilities, the 

period that new rates will be in effect. 

How did you calculate the market risk premium used in your CAPM 

analysis? 

I used both a geometric and an arithmetic mean of the historical total 

returns on the S&P 500 index from 1926 to 2010 as the proxy for the 
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market rate of return (rm). For the risk-free portion of the risk premium 

component (rf), I used the geometric mean of the total returns of 

intermediate-term government bonds for the same eig hty-four year period. 

The market risk premium (rm - rf) that results by using the geometric mean 

of these inputs is 4.50 percent (9.90% - 5.40% = 4.50%). The market risk 

premium that results by using the arithmetic mean calculation is 6.40 

percent (1 1.90% - 5.50% = 6.40%). 

Q. 

A. 

How did you select the beta coefficients that were used in your CAPM 

an a I ys is? 

The beta coefficients (B), for the individual utilities used in both my 

proxies, were calculated by Value Line and were current as of April 22, 

2011 for the water companies and June IO, 2011 for the natural gas 

LDCs. Value Line calculates its betas by using a regression analysis 

between weekly percentage changes in the market price of the security 

being analyzed and weekly percentage changes in the NYSE Composite 

Index over a five-year period. The betas are then adjusted by Value Line 

for their long-term tendency to converge toward 1.00. The beta 

coefficients for the service providers included in my water company 

sample ranged from 0.65 to 0.90 with an average beta of 0.75. The beta 

coefficients for the LDCs included in my natural gas sample ranged from 

0.60 to 0.75 with an average beta of 0.67. 
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Q. 

A. 

Q. 

A. 

What are the results of your CAPM analysis? 

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation 

using a geometric mean to calculate the risk premium results in an 

average expected return of 5.29 percent for the water companies and 4.91 

percent for the natural gas LDCs. My calculation using an arithmetic 

mean results in an average expected return of 6.71 percent for the water 

companies and 6.18 percent for the natural gas LDCs. 

Please summarize the results derived under each of the methodologies 

presented in your testimony. 

The following is a summary of the cost of equity capital derived under 

each methodology used: 

METHOD RESULTS 

DCF (Water Sample) 9.07% 

DCF (Natural Gas Sample) 9.10% 

CAPM (Water Sample) 5.29% - 6.71 % 

CAPM (Natural Gas) 4.91% - 6.18% 

Based on these results, my best estimate of an appropriate range for a 

cost of common equity for the Company is 4.91 percent to 9.10 percent. 

My final recommended cost of common equity figure is 9.50 percent. 
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Q. 

A. 

Q 

A. 

How does your recommended cost of equity capital compare with the cost 

of equity capital proposed by the Company? 

The 11 5 0  percent cost of equity capital proposed by the Company is 200 

basis points higher than the 9.50 percent cost of equity capital that I am 

recommending. 

How did you arrive at your final recommended 9.50 percent cost of 

common equity? 

My recommended 9.50 percent cost of common equity takes into 

consideration AAWC’s capital structure that has more debt than equity 

when compared to my water utility sample which had an average of 53.8 

percent debt and 46.2 percent equity. Given the fact that AAWC faces 

higher financial risk than the sample water companies and LDCs that I 

derived my cost of equity figure from, I have added an additional 40 basis 

points to the 9.10 percent figure that falls on the high side of the range of 

estimates obtained from my DCF and CAPM analyses. As I will discuss in 

more detail in the next section of my testimony, my final estimate also 

takes into consideration current interest rates (as the cost of equity moves 

in the same direction as interest rates), and the current state of the 

national economy. My final estimate also takes into consideration a 

general belief among economists and market analysts that the U.S. 

Federal Reserve will begin raising interest rates as the economy continues 

to improve (although there is no firm estimate as to when that may occur). 
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I also took into consideration information on Arizona’s economy and 

current rate of unemployment in making my final cost of equity estimate. 

Current Economic Environment 

Q. 

A. 

Q. 

A. 

Please explain why it is necessary to consider the current economic 

environment when performing a cost of equity capital analysis for a 

regulated utility. 

Consideration of the economic environment is necessary because trends 

in interest rates, present and projected levels of inflation, and the overall 

state of the U.S. economy determine the rates of return that investors earn 

on their invested funds. Each of these factors represent potential risks 

that must be weighed when estimating the cost of equity capital for a 

regulated utility and are, most often, the same factors considered by 

individuals who are also investing in non-regulated entities. 

Please describe your analysis of the current economic environment. 

My analysis begins with a review of the economic events that have 

occurred between 1990 and the present in order to provide a background 

on how we got to where we are now. It also describes how the Board of 

Governors of the Federal Reserve System (“Federal Reserve” or “Fed”) 

and its Federal Open Market Committee (“FOMC”) used its interest rate- 

setting authority to stimulate the economy by cutting interest rates during 

recessionary periods and by raising interest rates to control inflation during 
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times of robust economic growth. Schedule WAR-8 displays various 

economic indicators and other data that I will refer to during this portion of 

my testimony. 

In 1991, as measured by the most recently revised annual change in 

gross domestic product (“GDP”), the U.S. economy experienced a rate of 

growth of negative 0.20 percent. This decline in GDP marked the 

beginning of a mild recession that ended sometime before the end of the 

first half of 1992. Reacting to this situation, the Federal Reserve, then 

chaired by noted economist Alan Greenspan, lowered its benchmark 

federal funds ratel8 in an effort to further loosen monetary constraints - an 

action that resulted in lower interest rates. 

During this same period, the nation’s major money center banks followed 

the Federal Reserve’s lead and began lowering their interest rates as well. 

By the end of the fourth quarter of 1993, the prime rate (the rate charged 

by banks to their best customers) had dropped to 6.00 percent from a 

1990 level of 10.01 percent. In addition, the Federal Reserve’s discount 

rate on loans to its member banks had fallen to 3.00 percent and short- 

’’ This is the interest rate charged by banks with excess reserves at a Federal Reserve district 
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is 
the most sensitive indicator of the direction of interest rates, since it is set daily by the market, 
unlike the prime rate and the discount rate, which are periodically changed by banks and by the 
Federal Reserve Board, respectively. 
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term interest rates had declined to levels that had not been seen since 

1972. 

Although GDP increased in 1992 and 1993, the Federal Reserve took 

steps to increase interest rates beginning in February of 1994, in order to 

keep inflation under control. By the end of 1995, the Federal discount rate 

had risen to 5.21 percent. Once again, the banking community followed 

the Federal Reserve's moves. The Fed's strategy, during this period, was 

to engineer a "soft landing." That is to say that the Federal Reserve 

wanted to foster a situation in which economic growth would be stabilized 

without incurring either a prolonged recession or runaway inflation. 

Q. 

4. 

Did the Federal Reserve achieve its goals during this period? 

Yes. The Fed's strategy of decreasing interest rates to stimulate the 

economy worked. The annual change in GDP began an upward trend in 

1992. A change of 4.50 percent and 4.20 percent were recorded at the 

end of 1997 and 1998 respectively. Based on daily reports that were 

presented in the mainstream print and broadcast media during most of 

1999, there appeared to be little doubt among both economists and the 

public at large that the U.S. was experiencing a period of robust economic 

growth highlighted by low rates of unemployment and inflation. Investors, 

who believed that technology stocks and Internet company start-ups (with 

little or no history of earnings) had high growth potential, purchased these 
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types of issues with enthusiasm. These types of investors, who exhibited 

what former Chairman Greenspan described as “irrational exuberance,’’ 

pushed stock prices and market indexes to all time highs from 1997 to 

2000. Over the next ten years, the FOMC continued to stimulate the 

economy and keep inflation in check by raising and lowering the federal 

funds rate. 

Q 

A. 

How did the U.S. economy fare between 2001 and 2007? 

The U.S. economy entered into a recession near the end of the first 

quarter of 2001. The bullish trend, which had characterized the last half of 

the 199O’s, had already run its course sometime during the third quarter of 

2000. Disappointing economic data releases, since the beginning of 

2001, preceded the September 11, 2001 terrorist attacks on the World 

Trade Center and the Pentagon which are now regarded as a defining 

point during this economic slump. From January 2001 to June 2003 the 

Federal Reserve cut interest rates a total of thirteen times in order to 

stimulate growth. During this period, the federal funds rate fell from 6.50 

percent to 1.00 percent. The FOMC reversed this trend on June 29, 2004 

and raised the federal funds rate 25 basis points to 1.25 percent. From 

June 29, 2004 to January 31, 2006, the FOMC raised the federal funds 

rate thirteen more times to a level of 4.50 percent during a period in which 

the economic picture turned considerably brighter as both Inflation and 
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unemployment fell, wages increased and the overall economy, despite 

continued problems in housing, grew bri~k1y.l~ 

The FOMC’s January 31, 2006 meeting marked the final appearance of 

Alan Greenspan, who had presided over the rate setting body for a total of 

eighteen years. On that same day, Greenspan’s successor, Ben 

Bernanke, the former chairman of the President’s Council of Economic 

Advisers, and a former Fed governor under Greenspan from 2002 to 

2005, was confirmed by the U.S. Senate to be the new Federal Reserve 

chief. As expected by Fed watchers, Chairman Bernanke picked up 

where his predecessor left off and increased the federal funds rate by 25 

basis points during each of the next three FOMC meetings for a total of 

seventeen consecutive rate increases since June 2004, and raising the 

federal funds rate to a level of 5.25 percent. The Fed’s rate increase 

campaign finally came to a halt at the FOMC meeting held on August 8, 

2006, when the FOMC decided not to raise rates. Once again, the Fed 

managed to engineer a soft landing. 

Q. 

A. 

What has been the state of the economy since 2007? 

Reports in the mainstream financial press during the majority of 2007 

reflected the view that the U.S. economy was slowing as a result of a 

worsening situation in the housing market and higher oil prices. The 

” Henderson, Nell, “Bullish on Bernanke” The Washinaton Post, January 30, 2007. 
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overall outlook for the economy was one of only moderate growth at best. 

Also during this period the Fed’s key measure of inflation began to exceed 

the rate setting body’s comfort level. 

On August 7, 2007, the beginning of what is now being referred to as the 

Great Recession; the FOMC decided not to increase or decrease the 

federal funds rate for the ninth straight time and left its target rate 

unchanged at 5.25 percent.20 At the time of the Fed’s decision, analysts 

speculated that a rate cut over the next several months was unlikely given 

the Fed’s concern that inflation would fail to moderate. However, during 

this same period, evidence of an even slower economy and a possible 

recession was beginning to surface. Within days of the Fed’s decision to 

stand pat on rates, a borrowing crisis rooted in a deterioration of the 

market for subprime mortgages and securities linked to them, forced the 

Fed to inject $24 billion in funds (raised through its open market 

operations) into the credit markets.21 By Friday, August 17, 2007, after a 

turbulent week on Wall Street, the Fed made the decision to lower its 

discount rate (Le. the rate charged on direct loans to banks) by 50 basis 

points, from 6.25 percent to 5.75 percent, and took steps to encourage 

banks to borrow from the Fed’s discount window in order to provide 

Ip, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wall Street Journal, August 20 

8,2007 

Ip, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9, 2007 21 
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liquidity to lenders. According to an article that appeared in the August 18, 

2007 edition of The Wall Street Journal, 22 the Fed had used all of its tools 

to restore normalcy to the financial markets. If the markets failed to settle 

down, the Fed’s only weapon left was to cut the Federal Funds rate - 

possibly before the next FOMC meeting scheduled on September 18, 

2007. 

Q. 

4. 

Did the Fed cut rates as a result of the subprime mortgage borrowing 

crises? 

Yes. At its regularly scheduled meeting on September 18, 2007, the 

FOMC surprised the investment community and cut both the federal funds 

rate and the discount rate by 50 basis points (25 basis points more than 

what was anticipated). This brought the federal funds rate down to a level 

of 4.75 percent. The Fed’s action was seen as an effort to curb the 

aforementioned slowdown in the economy. Over the course of the next 

four months, the FOMC reduced the Federal funds rate by a total 175 

basis points to a level of 3.00 percent - mainly as a result of concerns that 

the economy was slipping into a recession. This included a 75 basis point 

reduction that occurred one week prior to the FOMC’s meeting on January 

29, 2008. 

’* Ip, Greg, Robin Sidel and Randall Smith, “Fed Offers Banks Loans Amid Crises” The Wall 
Street Journal, August 9, 2007 
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Q. 

A. 

What actions has the Fed taken in regard to interest rates since the 

beginning of 2008? 

The Fed made two more rate cuts which included a 75 basis point 

reduction in the federal funds rate on March 18, 2008 and an additional 25 

basis point reduction on April 30, 2008. The Fed’s decision to cut rates 

was based on its belief that the slowing economy was a greater concern 

than the current rate of inflation (which the majority of FOMC members 

believed would moderate during the economic slowdown).23 As a result of 

the Fed’s actions, the federal funds rate was reduced to a level of 2.00 

percent. From April 30, 2008 through September 16, 2008, the Fed took 

no further action on its key interest rate. However, the days before and 

after the Fed’s September 16,2008 meeting saw longstanding Wall Street 

firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of 

their subprime holdings. By the end of the week, the Bush administration 

had announced plans to deal with the deteriorating financial condition 

which had now become a worldwide crisis. The administrations actions 

included former Treasury Secretary Henry Paulson’s request to Congress 

for $700 billion to buy distressed assets as part of a plan to halt what has 

been described as the worst financial crisis since the 1 9 3 0 ’ ~ ~ ~ .  Amidst this 

turmoil, the Fed made the decision to cut the federal funds rate by another 

Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief‘ The Wall Street Journal, 23 

March 19, 2008 

24 

Markets, But Struggle Looms Over Details” The Wall Street Journal, September 20, 2008 
Soloman, Deborah, Michael R. Crittenden and Damian Paletta, “U.S. Bailout Plan Calms 
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50 basis points in a coordinated move with foreign central banks on 

October 8, 2008. This was followed by another 50 basis point cut during 

the regular FOMC meeting on October 29, 2008. At the time of this 

writing, the federal funds target rate now stands at 0.25 percent, the result 

of a 75 basis point cut announced on December 16,2008. 

Q. 

A. 

Q. 

A. 

What is the current rate of inflation in the U.S.? 

As can be seen on Schedule WAR-8, the current rate of inflation is at 3.20 

percent according to information provided by the U.S. Department of 

Labor’s Bureau of Labor  statistic^.^^ 

Has the Fed raised interest rates in anticipation of higher inflation? 

No. Despite encouraging signs of recovery, with the exception of recent 

higher prices for food and oil, the FOMC has not raised interest rates to 

date. Furthermore, during the first week of November 2010, Chairman 

Bernanke announced plans to buy $600 billion of U.S. government bonds 

over the next eight months in order to drive down long-term interest rates 

and encourage more borrowing and During its March 15, 201 1 

meeting, the FOMC unanimously voted to press on with its $600 billion 

bond-buying pian despite a considerably more upbeat assessment of the 

economy and the job market. In a prepared statement, the FOMC 

http://www. bls.sov/news.release/cDi.nrO. htm 
Hilsenrath, Jon, “Fed Fires $600 Billion Stimulus Shot” The Wall Street Journal, November 4, 

25 
26 

201 0 
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announced that "The economic recovery is on a firmer footing, and overall 

conditions in the labor market appear to be improving gradually." 

However, the rate-setting body of the Fed also reiterated its pledge to 

keep interest rates, currently near zero, at very low levels for an extended 

period.27 

2. 

4. 

Putting this all into perspective, how have the Fed's actions since 2000 

affected the yields on Treasury Instruments and benchmark interest rates? 

As can be seen on Schedule WAR-8, current Treasury yields are 

considerably lower than corresponding yields that existed during the year 

2000 and U.S. Treasury instruments, are for the most part, still at 

historically low levels. As can be seen on the first page of Attachment C, 

the previously mentioned federal discount rate (the rate charged to the 

Fed's member banks), has remained steady at 0.75 percent since March 

of 2010. 

As of June 1, 2011, leading interest rates that include the 3-month, 6- 

month and l-year treasury yields have dropped from their June 2010 

levels. Longer term yields including the 5-year, 10-year and 30-year have 

all fallen from levels that existed a year ago. Only the 30-year Zero rate 

saw a 5 basis point increase since June 2010 (Attachment C, Value Line 

Selection & Opinion page 2193). The prime rate has remained constant at 

da Costa, Pedro and Mark Felsenthal, "Fed says economic recovery on firmer footing," 27 

MSNBC, March 15,201 1 
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3.25 percent over the past year, as has the benchmark federal funds rate 

discussed above. A previous trend, described by former Chairman 

1128 . Greenspan as a “conundrum , in which long-term rates fell as short-term 

rates increased, thus creating a somewhat inverted yield curve that 

existed as late as June 2007, is completely reversed and a more 

traditional yield curve (one where yields increase as maturity dates 

lengthen) presently exists. The 5-year Treasury yield, used in my CAPM 

analysis, has decreased 54 basis points from 2.13 percent, in June 2010, 

to 1.59 percent as of June 1, 201 1. 

Q. 

A. 

Q. 

A. 

What are the current yields on utility bonds? 

Referring again to Attachment C, as of June 1 , 201 1, 25130-year A-rated 

utility bonds were yielding 5.14 percent (28 basis points lower than a year 

ago) and 25/30-year Baa/BBB-rated utility bonds were yielding 5.69 

percent (down 34 basis points from a year earlier). 

What is the current outlook for the economy? 

Value line’s analysts had this to say in the June I O ,  2011 edition of 

Value Line’s Selection and Opinion publication: 

Recent sluggishness aside, we still expect second-quarter 
GDP growth to narrowly push past the tepid 1.8% gain 
recorded during the first three months of this year. Our 
sense is that gross domestic product growth may edge up to 
2.5%, or so, in the current period, as the effects of Japan’s 
earthquake and the harsh winter storms that blanketed so much 

Wolk, Martin, “Greenspan wrestling with rate ‘conundrum’,” MSNBC, June 8, 2005 28 

49 



1 
2 
3 
4 

5 

6 
7 
8 
9 

10 
11 
12 
13 I 

14 

15 
16 
17 
18 
19 
20 
21 

22 

23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

33 

34 

35 

36 

37 

38 

Direct Testimony of William A. Rigsby 
Arizona-American Water Company 
Docket No. W-01303A-10-0448 

of our nation fade. We also look for the recent moderation in the 
price of oil and other key commodities to encourage a still- 
reticent consumer to gradually pick up the spending pace. 

Value Line’s analysts went on to explain 

Even so, our optimism has been tempered by less-than- 
compelling recent data, which include declining durable goods 
orders, unrelenting softness in housing, some developing 
listlessness in consumer confidence, and slowing growth in 
manufacturing. Our feeling is that some of these problems will 
start to fade after midyear, although even then, we no longer 
sense that GDP growth will move beyond 3% in the final half. 

Q. 

A. 

Valu Line’s analysts also stated 

We are a little more optimistic about 2012, and believe that 
the up cycle will broaden to incorporate the still-troubled housing 
market by then. For now, a bottoming-out process is the best we 
see ahead for housing in 201 1. Our 2012 economic model calls 
for modestly better housing numbers and GDP growth of just 
over 3%. 

Value Line’s analysts went on to say 

Meanwhile, the Federal Reserve is likely to continue its 
support for the economy, even as it prepares to conclude its 
quantitative easing, or QE2, monetary stimulus program late this 
month. Our sense is that the lead bank will not move to tighten 
the reins by raising interest rates for another six months to a 
year. But for now, we do not see a new stimulus, or QE3, 
endeavor being forthcoming. Even here though, our certainty is 
less than it has been. 

How are water utilities such as AAWC faring in the current economic 

environment? 

Although, as always, there are concerns regarding long-term infrastructure 

requirements, water utilities are being viewed as less than stellar 

investments according to Value Line analyst Andre J. Costanza. In the 

April 22, 2011 quarterly update on the water utility industry Mr. Costanza 

stated the following: 
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The group’s growth prospects going forward are not overly impressive 
either. With the exception of American Water Works, not a single stock 
in this industry stands out for Timeliness or 3- to 5-year price 
appreciation potential. The companies here face stiff headwinds on the 
cost front, as many of the country’s water systems are aging and 
increasing in the need for repairs and maintenance. Financial 
constraints are of further concern, with the financial moves that are likely 
to be made in order to maintain infrastructures dilutive to share-net 
growth. 

The bulk of the stocks in this group have lost any luster they had from a 
growth perspective. Although the share-price weakness makes for more 
attractive entry points, only American States Water stands out for 
appreciation potential. That said, the dividends of many help make for 
worthwhile total return appeal in some cases. Again American States 
Water, along with American Water Works, and newcomer SJW Corp., 
top the list on this account. (Readers can see more about SJW in the 
pages that follow). That said, we do think that there are better options 
out there for investors looking to add an income-producing stock to the 
portfolios. The average Electric Utility stock, for example generates 
better income. Plus, the financial constraints mentioned above sit in the 
back of our heads when it come to thinking about the payout down the 
road. Elsewhere Aqua America is an interesting issue. Its acquisition- 
friendly ways, especially its recent venture into the solar power arena, 
may interest more risk-tolerant investors. As always, we advise potential 
investors to take a more thorough look at the individual stocks before 
making any monetary commitments. 

3. 

4. 

How has Arizona fared in terms of the overall economy and home 

foreclosures? 

Arizona was one of the states hit the hardest during the Great Recession 

and has lagged during the current recovery.29 During the period between 

2006 and 2009, statewide construction spending fell by 40.00 percent. 

According to information provided by Irvine, California-based RealtyTrac, 

Arizona is currently ranked third in the nation behind California and 

Nevada in terms of home foreclosures with the largest number of 

foreclosures occurring in Maricopa, Pinal and Pima C~unties.~’ 

” Beard, Betty, “Recession hit Arizona hardest” The Arizona Republic, March 6, 201 1 

http://www.reaItvtrac.com/trendcenter/ 30 
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Q. 

A. 

Q. 

A. 

What is the current unemployment situation in Arizona during this period 

of economic recovery? 

According to information displayed on the website of the Arizona 

Department of Administration’s Office of Employment and Population 

Statistics3‘, Arizona’s jobless rate stood at 9.30 percent in April 2011 

which is down from 10.10 percent in April 2010. As of June 3, 2011, 

nationwide unemployment remained unchanged at 9.10 percent according 

to the U.S. Bureau of Labor  statistic^.^^ So Arizona’s unemployment rate 

is slightly higher than the national average. 

After weighing the economic information that you’ve just discussed, do you 

believe that the 9.50 percent cost of equity capital that you have estimated 

is reasonable for AAWC? 

I believe that my recommended 9.50 percent cost of equity capital, which 

is 381 basis points higher than the current 5.69 percent yield on a 

Baa/BBB-rated utility bond, will provide AAWC with a reasonable rate of 

return on invested capital when data on interest rates (that are low by 

historical standards), the current state of the economy, current rates of 

unemployment (both nationally and in Arizona), and the Fed’s ability to 

keep inflation in check are all taken into consideration. As I noted earlier, 

Arizona Department of Ad ministration’s Office of Employment and Population Statistics 31 

http://www.workforce.az.nov/ 

32 US. Bureau of Labor Statistics Economic News Release dated June 3, 201 1 
http://www. bls.aov/news. release/empsit. nrO. h tm 
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the Hope decision determined that a utility is entitled to earn a rate of 

return that is commensurate with the returns it would make on other 

investments with comparable risk. I believe that my cost of equity analysis 

has produced such a return. As can be seen in Attachment E, my 

recommended 9.50 percent cost of common equity exceeds Value Line’s 

projected 2011 and 2012 returns on common equity of 7.00 percent and 

7.50 percent respectively for AAWC’s parent, American Water. 

Furthermore, my recommended 9.50 percent cost of common equity 

exceeds, by 50 basis points, Value Line’s 9.00 percent return on book 

common equity for American Water over the 2014-2016 time frame. 

COST OF DEBT 

Q. 

A. 

Q. 

A. 

... 

Have you reviewed the costs associated on AAWC’s various debt 

issuances? 

Yes. Based on the information contained on Schedule D of AAWC’s 

Application, I am recommending a cost of short-term debt of 0.45 percent 

and a cost of long-term debt of 5.66 percent. 

Does the Company-proposed capital structure contain short-term debt? 

No. It does not. 
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Q. Has the Commission included short-term debt in the capital structures that 

it adopted for AAWC in prior cases? 

A. Yes. The Commission adopted capital structures containing short-term 

debt in AAWC’s last three rate case proceedings. 

CAPITAL STRUCTURE 

Q. 

A. 

Q. 

4. 

Q. 

A. 

What capital structure is AAWC proposing in this case? 

For each of the three districts included in the Company’s fili g AAWC is 

recommending a hypothetical capital structure comprised of 45.34 percent 

common equity and 54.66 percent debt. 

What capital structure are you recommending for AAWC? 

For each of the three districts included in the Company’s filing I am 

recommending that the Commission adopt a capital structure comprised of 

37.46 percent common equity, 17.38 percent short-term debt and 45.16 

percent long-term debt. 

Is AAWC’s capital structure in line with industry averages? 

No. AAWC’s capital structure is heavier in debt than the capital structures 

of the other water companies included in my cost of capital analysis 

(Schedule WAR-9). The capital structures for those utilities averaged 46.1 

percent for debt and 53.9 percent for common equity. 
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Q. 

4. 

a. 

4. 

In terms of risk, how does AAWC's capital structure compare to the water 

utilities in your sample? 

The water utilities in my sample would be considered as having a lower 

level of financial risk (Le. the risk associated with debt repayment) 

because of their lower levels of debt. The additional financial risk due to 

debt leverage is embedded in the cost of equities derived for those 

companies through the DCF analysis. Thus, the cost of equity derived in 

my DCF analysis is applicable to companies that are not as leveraged 

and, theoretically speaking, not as risky as a utility with a level of debt 

similar to AAWC's. In the case of a publicly traded company, such as 

those included in my proxy, a company with AAWC's level of debt would 

be perceived as having a somewhat higher level of financial risk. 

Have you made a specific financial risk adjustment to your DCF estimate 

based on this perception of higher financial risk? 

No. I have not made a specific financial risk adjustment for my 

recommended cost of common equity for AAWC, however, my 

recommended 9.50 percent cost of equity is 50 basis points higher than 

the 9.00 percent that I have been recommending in other water and 

wastewater rate cases that I have testified in. Those water and 

wastewater companies all had capital structures that were heavier in 

equity than the capital structure I am recommending for AAWC in this 

case. 

55 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

I 

lirect Testimony of William A. Rigsby 
Vizona-American Water Company 
locket No. W-01303A-I 0-0448 

3. 

4. 

Q. 

A. 

Why have you decided not to make a specific financial risk adjustment to 

AAWC’s cost of common equity? 

In prior AAWC cases I have made such an adjustment and in some cases 

I have even done so in conjunction with a hypothetical capital structure. In 

this case I have decided not to make such an adjustment because I 

believe that the Company should start making a concerted effort to 

increase its level of common equity in order to achieve a more balanced 

capital structure. I should point out that ACC staff has taken such a 

position in other cases before the Commission and have placed utilities on 

notice that the use of hypothetical capital structures to improve their 

operating incomes may not be a given in future rate cases. In this case, 

AAWC has stated that it intends to refinance its short term debt and 

attempt to improve the level of equity in its capital structure to match the 

Company-proposed hypothetical capital structure that is closer to the 

average capital structure of my sample water utilities. This would 

technically result in a lower level of financial risk and a lower cost of 

common equity. For this reason I see no need to recommend a cost of 

common equity exceeding 9.50 percent, which was my recommendation 

in the most recent AAWC rate case before the Commission. 

Did the Commission adopt your recommended 9.50 percent cost of 

common equity in the most recent AAWC rate case? 

Yes. 
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WEIGHTED AVERAGE COST OF CAPITAL (WACC) 

Q. 

4. 

Q. 

4. 

What is your recommending WACC for the Company? 

I am recommending a WACC of 6.19 percent which is the weighted cost of 

my recommended costs of short-term debt, long-term debt and common 

equity. 

How does the Company's proposed WACC compare with your 

recommendation? 

The Company has proposed a WACC of 8.30 percent. This composite 

figure is the result of a weighted average of AAWC's proposed 5.66 

percent cost of debt and 11.50 percent cost of equity capital. The 

Company-proposed 8.30 percent WACC is 211 basis points higher than 

the 6.19 percent weighted cost that I am recommending. 

COMMENTS ON AAWC'S COST OF EQUITY CAPITAL 

TESTIMONY 

Q. 

4. 

How does your recommended cost of equity capital compare with the cost 

of equity capital proposed by the Company? 

As I noted earlier in my testimony, the 11.50 percent cost of equity capital 

proposed by the Company is 200 basis points higher than the 9.50 

percent cost of equity capital that I am recommending. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Who estimated the Company-proposed cost of equity capital? 

As I also noted earlier, Dr. Bente Villadsen, a principal of the Brattle 

Group, a consulting firm located in Cambridge, Massachusetts, estimated 

the Company-proposed cost of equity capital. According to her testimony, 

Dr. Villadsen estimated a cost of common equity to be within a range of 

10.50 percent to 14.50 percent. Her final recommendation is 11.50 

percent. In arriving at her recommended cost of equity, Dr. Villadsen 

employs an after tax weighted average cost of capital (“ATWACC”) 

methodology which was advocated by Dr. A. Lawrence Kolbe, also of the 

Brattle Group, in a prior AAWC proceeding that involved the Company’s 

Paradise Valley Water District. 

Did the Commission adopt Dr. Kolbe’s ATWACC methodology in the 

Company’s Paradise Valley Water District proceeding? 

No. Dr. Kolbe’s ATWACC methodology for estimating the cost of equity 

capital for the AAWC rate case was rejected by the Commi~sion.~~ 

Has the Commission adopted the results of the ATWACC methodology in 

any other AAWC cases that have been before the Commission? 

No the Commission has never adopted the recommendations of any of the 

Brattle Group’s consultants who have advocated Dr. Kolb’s ATWACC 

methodology despite the fact that it has been advanced in all but one 

Decision No. 71410, Dated December 8, 2009 33 
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AAWC rate proceeding since the aforementioned Paradise Valley case. 

This includes AAWC’s most recent rate case proceeding which included 

all of the Company’s districts not included in this case. 

3. 

4. 

Q. 

4. 

Does your silence on any of the issues, matters or findings addressed in 

the testimony of Dr. Villadsen or any other witness for AAWC constitute 

your acceptance of their positions on such issues, matters or findings? 

No, it does not. 

Does this conclude your direct testimony on the cost of capital issues in 

AAWC’s filing? 

Yes, it does. 

59 



Appendix 1 

Qualifications of William A. Rinsby, CRRA 

EDUCATION: University of Phoenix 
Master of Business Administration, Emphasis in Accounting, 1993 

Arizona State University 
College of Business 
Bachelor of Science, Finance, 1990 

Mesa Community College 
Associate of Applied Science, Banking and Finance, 1986 

Society of Utility and Regulatory Financial Analysts 
38th Annual Financial Forum and CRRA Examination 
Georgetown University Conference Center, Washington D.C. 
Awarded the Certified Rate of Return Analyst designation 
after successfully completing SURFAs CRRA examination. 

Michigan State University 
Institute of Public Utilities 
N.A.R.U.C. Annual Regulatory Studies Program, 1997 & I  999 

Florida State University 
Center for Professional Development & Public Service 
N.A.R.U.C. Annual Western Utility Rate School, 1996 

EXPERIENCE: Public Utilities Analyst V 
Residential Utility Consumer Office 
Phoenix, Arizona 
April 2001 - Present 

Senior Rate Analyst 
Accounting & Rates - Financial Analysis Unit 
Arizona Corporation Commission, Utilities Division 
Phoenix, Arizona 
July 1999 - April 2001 

Senior Rate Analyst 
Residential Utility Consumer Office 
Phoenix, Arizona 
December 1997 - July 1999 

Utilities Auditor It and Ill 
Accounting & Rates - Revenue Requirements Analysis Unit 
Arizona Corporation Commission, Utilities Division 
Phoenix, Arizona 
October 1994 - November 1997 

l a x  Examiner Technician I / Revenue Auditor II 
Arizona Department of Revenue 
Transaction Privilege / Corporate Income Tax Audit Units 
Phoenix, Arizona 
July 1991 - October 1994 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION 

Utilitv Companv 

ICR Water Users Association 

Rincon Water Company 

Ash Fork Development 
Association, Inc. 

Parker Lakeview Estates 
Homeowners Association, Inc. 

Mirabell Water Company, Inc. 

Bonita Creek Land and 
Homeowner’s Association 

Pineview Land & 
Water Company 

Pineview Land & 
Water Company 

Montezuma Estates 
Property Owners Association 

Houghland Water Company 

Sunrise Vistas Utilities 
Company -Water Division 

Sunrise Vistas Utilities 
Company - Sewer Division 

Holiday Enterprises, Inc. 
dba Holiday Water Company 

Gardener Water Company 

Cienega Water Company 

Rincon Water Company 

Vail Water Company 

Bermuda Water Company, Inc. 

Bella Vista Water Company 

Pima Utility Company 

Docket No. 

U-2824-94-389 

U-I 723-95-1 22 

E-I 004-95-1 24 

U-I 853-95-328 

U-2368-95-449 

u-2195-95-494 

U-I 676-96-1 61 

U-I 676-96-352 

U-2064-96-465 

U-2338-96-603 et al 

U-2625-97-074 

U-2625-97-075 

U-I 896-97-302 

U-2373-97-499 

W-2034-97-473 

W-I 723-97-41 4 

W-01651A-97-0539 et al 

W-01812A-98-0390 

W-02465A-98-0458 

SW-02199A-98-0578 

Type of Proceeding 

Original CC&N 

Rate Increase 

Rate Increase 

Rate increase 

Rate Increase 

Rate Increase 

Rate Increase 

Financing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

FinancingIAuth. 
To Issue Stock 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

2 



Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Companv 

Pineview Water Company 

I.M. Water Company, Inc. 

Marana Water Service, Inc. 

Tonto Hills Utility Company 

New Life Trust, Inc. 
dba Dateland Utilities 

GTE California, Inc. 

Citizens Utilities Rural Company, Inc. 

MCO Properties, Inc. 

American States Water Company 

Arizona-American Water Com pany 

Arizona Electric Power Cooperative 

360networks (USA) Inc. 

Beardsley Water Company, Inc. 

Mirabell Water Company 

Rio Verde Utilities, Inc. 

Arizona Water Company 

Loma Linda Estates, Inc. 

Arizona Water Company 

Mountain Pass Utility Company 

Picacho Sewer Company 

Picacho Water Company 

Ridgeview Utility Company 

Green Valley Water Company 

Bella Vista Water Company 

Arizona Water Company 

Docket No. 

W-01676A-99-0261 

W-02191 A-99-0415 

W-01493A-99-0398 

W-02483A-99-0558 

W-03537A-99-0530 

T-01954B-99-0511 

T-01846B-99-0511 

W-02113A-00-0233 

W-02113A-00-0233 

W-01303A-00-0327 

E-01773A-00-0227 

T-03777A-00-0575 

W-02074A-00-0482 

W-02368A-00-0461 

WS-02156A-00-0321 et al 

W-01445A-00-0749 

W-02211 A-00-0975 

W-01445A-00-0962 

SW-03841 A-01-0166 

SW-03709A-01-0165 

W-03528A-01-0169 

W-03861A-01-0167 

W-02025A-01-0559 

W-02465A-01-0776 

W-01445A-02-0619 

Tvpe of Proceeding 

WlFA Financing 

Financing 

WlFA Financing 

WlFA Financing 

Financing 

Sale of Assets 

Sale of Assets 

Reorganization 

Reorganization 

Financing 

Financing 

Financing 

WlFA Financing 

WlFA Financing 

Rate Increase/ 
Financing 

Financing 

Rate Increase 

Rate Increase 

Financing 

Financing 

Financing 

Financing 

Rate Increase 

Rate Increase 

Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utility Company 

Arizona-American Water Company 

Arizona Public Service Company 

Rio Rico Utilities, Inc. 

Qwes t Corpora tion 

Chaparral City Water Company 

Arizona Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Arizona-American Water Company 

Black Mountain Sewer Corporation 

Far West Water & Sewer Company 

Gold Canyon Sewer Company 

Arizona Public Service Company 

Arizona-American Water Company 

Arizona-American Water Company 

Arizona-American Water Company 

UNS Gas, Inc. 

Arizona-American Water Company 

UNS Electric, Inc. 

Arizona-American Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Chaparral City Water Company 

Arizona Public Service Company 

Johnson Utilities, LLC 

Arizona-American Water Company 

Docket No. 

W-01303A-02-0867 et al. 

E-01345A-03-0437 

WS-02676A-03-0434 

T-01051 B-03-0454 

W-02113A-04-0616 

W-01445A-04-0650 

E-01933A-04-0408 

G-01551A-04-0876 

W-01303A-05-0405 

SW-02361 A-05-0657 

WS-03478A-05-0801 

SW-02519A-06-0015 

E-01345A-05-0816 

W-01303A-05-0718 

W-01303A-05-0405 

W-01303A-06-0014 

G-04204A-06-0463 

WS-01303A-06-0491 

E-04204A-06-0783 

W-01303A-07-0209 

E-01933A-07-0402 

G-01551 A-07-0504 

W-02113A-07-0551 

E-01345A-08-0172 

WS-02987A-08-0180 

W-01303A-08-0227 et al. 

Tvpe of Proceeding 

Rate Increase 

Rate Increase 

Rate Increase 

Renewed Price Cap 

Rate Increase 

Rate Increase 

Rate Review 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Transaction Approval 

ACRM Filing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Companv 

UNS Gas, Inc. 

Arizona Water Company 

Far West Water & Sewer Company 

Black Mountain Sewer Corporation 

Global Utilities 

Litchfield Park Service Company 

UNS Electric, Inc. 

Rio Rico Utilities, Inc. 

Arizona-American Water Company 

Bella Vista Water Company 

Chaparral City Water Company 

Qwest Communications International 

CenturyLink, Inc. 

Goodman Water Company 

Southwest Gas Corporation 

Docket No. 

G-04204A-08-0571 

W-01445A-08-0440 

WS-03478A-08-0608 

SW-02361 A-08-0609 

SW-02445A-09-0077 et ai. 

SW-01428A-09-0104 et al. 

E-04204A-09-0206 

WS-02676A-08-09-0257 

W-01303A-09-0343 

W-02465A-09-0411 et al. 

W-02113A-10-0309 

T-04190A-10-0194 et al. 

T-04190A-10-0194 et al. 

W-02500A-10-0382 

G-01551 A-I 0-0458 

Tvpe of Proceeding 

Rate Increase 

Rate Increase 

Interim Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Reorganization 

Merger 

Merger 

Rate Increase 

Rate Increase 
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NMF 
NMF 
NMF 
2.2% 

WATER UTI L ITY I N D U STRY 

50% 67% 65% 62% I 57% All Div’ds to Net Prof 55% 
20.7 19.3 21.0 
1.25 1.29 1.40 

2.4% 3.5% Avg Ann’l Div’d Yield 2.6% 

1785 
Water utility stocks have been met with some 

resistance since our January review. Indeed, all 
but a single issue covered in our Surveygave back 
some ground. And the exception advanced less 
than 10% in price. As a result, the group, as a 
whole, has slipped into the bottom half of the pack 
for Timeliness after residing in the top quartile 
last time around. 

Wall Street’s apprehension is not surprising, 
given that most of the companies reported disap- 
pointing earnings in the fourth-quarter. (First- 
quarter results were not released as of the day of 
this report). Indeed, revenue growth, although 
healthy thanks to continued progress on the regu- 
latory front, seemed to fall short of expectations. 
Earnings, meanwhile, were further frustrated by 
the increasing costs of doing business. 

The group’s growth prospects going forward are 
not overly impressive either. With the exception of 
American Water Works, not a single stock in this 
industry stands out for Timeliness or 3- to 5-year 
price appreciation potential. The companies here 
face stiff headwinds on the cost front, as many of 
the country’s water systems are aging and increas- 
ing in the need for repairs and maintenance. Fi- 
nancial constraints are of further concern, with 
the financial moves that are likely to be made in 
order to maintain infrastructures dilutive to 
share-net growth. 

Insatiable Thirst 
As a n  essential part of life for all forms of life, demand 

for water is undeniable. As a result, the delivery of this 
liquid, which water utilities are responsible for, is nearly 
as vital. Indeed, water providers are responsible for the 
safe and timely delivery of water to millions of Ameri- 
cans every day. Demand for water ought to continue to 
grow along with the population, creating the most favor- 
able landscape for companies operating in this area. 

Favorable Backing 
Although the services of most utilities reach across 

state lines nowadays, state regulatory boards have been 
put in place to maintain a balance of power between 
providers and customers. Among their main responsi- 
bilities is to review and rule on general rate case 
requests submitted by providers looking to recover costs. 
That being said, it is easy to recognize the importance 
tha t  they play to utilities. Many boards have become far 

I Composite Statistics: Water Utility Industry I 

NMF 1 6.0% I 6.5% I 7.0% I 7.5% I 8.0% I Return on Corn Equity I 9.5% 
NMF 1 3.0% I 2.2% I 3.0% 1 3.0% 1 3.5% I Retained to Corn Eq I 4.5% 

INDUSTRY TIMELINESS: 54 (of 96) 

more business friendly in recent years, auguring well for 
utilities. 

Deleterious Costs 
Despite a more favorable regulatory climate, providers 

still have troubles facing them. Infrastructures are de- 
caying rapidly and, in many cases, need complete over- 
hauls. The costs to make the repairs are exorbitant 
many operating in this space do not have the funds on 
hand to foot the bill. Indeed, most are strapped for cash 
and will have to look to outside financiers to keep up. 
Although consolidation trends present unique opportu- 
nities for those with the financial capabilities to throw 
their hat  in the ring, such as Aqua America, others are 
just  trying to stay afloat. Unfortunately, the financing 
costs to stay in business, whether it be additional share 
or debt offerings, will probably drown most and dilute 
shareholder gains moving ahead. 

Conclusion 
The bulk of the stock’s in this group have lost any 

luster they had from a growth perspective. Although the 
share-price weakness makes for more attractive entry 
points, only American States Waterstands out for appre- 
ciation potential. That said, the dividends of many help 
make for worthwhile total return appeal in some cases. 
Again American States Water, along with American 
Water Works, and newcomer SJW Corp., top the list on 
this account. (Readers can see more about SJW in the 
pages tha t  follow). That said, we do think tha t  there are 
better options out there for investors looking to add a n  
income-producing stock to the portfolios. The average 
Electric Utility stock, for example generates better in- 
come. Plus, the financial constraints mentioned above 
sit  in the back of our heads when it  come to thinking 
about the payout down the road. Elsewhere Aqua 
America is a n  interesting issue. Its acquisition-friendly 
ways, especially its recent venture into the solar power 
arena, may interest more risk-tolerant investors. As 
always, we advise potential investors to take a more 
thorough look at the individual stocks before making 
any monetary commitments. 

Andre J. Costanza 

Water Utility 
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Leases, Uncapitalized: Annual rentals $3.3 mill. 

Pension Assets-IZ/lO $90.2 mill. 

Pfd Stock None. 
Oblig. $118.8 mill. 

44.7% 48.0% 48.0% 52.3% 49.6% 
447.6 444.4 442.3 480.4 532.5 
539.8 563.3 602.3 664.2 713.2 
6.1% 6.5% 4.6% 5.2% 5.4% 

10.1% 9.5% 5.6% 6.6% 8.5% 

Leases, Uncapitalized: Annual rentals $3.3 mill. 

Pension Assets-IZ/lO $90.2 mill. 

Pfd Stock None. 
Oblig. $118.8 mill. 

Common Stock 18.654.106 shs I 10 1 %  I 9.5% I 5 fi% I fi fi% I R 5% 

44.7% 48.0% 48.0% 52.3% 49.6% 
447.6 444.4 442.3 480.4 532.5 
539.8 563.3 602.3 664.2 713.2 
6.1% 6.5% 4.6% 5.2% 5.4% 

10.1% 9.5% 5.6% 6.6% 8.5% 

750.6 
6.0% 
8.1% 
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9.3% 8.6% 8.2% 11.3% f1.0% 11.0% Return on Shr. Eauitv 12.5% 

2007 ,235 ,235 ,235 ,250 erating costs remain on the rise and are 
not likely to slow anytime soon, given that 

reouire attention. Its Dockets are all but 

2008 ,250 ,250 ,250 ,250 

2010 ,260 ,260 ,260 ,260 
2o09 250 250 ,250 .260 its water systems are growing older and 
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CURRENT 1SMILL.I PoSITloN 2009 12131H0 

County. Acqjred Ckaparral City Water of Arizona (10100). Has 
703 employees. Officers & directors own 2.6% of common stock 
14/10 Proxy). Chairman: Lloyd Ross. President & CEO: Robert J. 
Sprowls. Inc: CA. Addr: 630 East Foothill Boulevard, San Dimas, 
CA 91773. Tel: 909-394-3600. Internet: www.aswater.com. 

empty, however, and the company will 
have to continue to seek outside financiers 
to stay afloat. Debt and equity issuances 
have become commonplace, and will likely 
remain a drag on earnings growth going 
forward. As a result, we look for share 
earnings to  take a step back this year and 
to  show modest improvement in 2012. 
That said, the company is slated to file a 
general rate case for all three regions in 
July of this year. A ruling is expected to 
take 18 months. A favorable verdict could 
prove our 2012 estimate conservative. 
Capital projects are likely to remain a 
longer-term concern too. There is no 
end in sight to the infrastructure invest- 
ment that is necessary. This industry is 
capital intensive, but unfortunately AWR 
is cash-strapped. As a result, the stock 
does not stand out for price appreciation 
potential for the coming six to 12 months 
or  the 3 to  5 years ahead. The financial 
constraints lead to concerns about the 
company's dividend, which despite being 
above the average offering in our Survey, 
loses some luster when compared to  other 

BUSIN!ZSS: !erican Itates Jater Co. omrates as a holding ers in the citv of Bia Bear Lake and in areas of San Bernardino 

utilities. 
Andre J. Costanza 
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company. Through its principal subsidiary,'Golden State Wat& 
Company, it supplies water to more than 250,000 customers in 75 
communities in 10 counties. Service areas include the greater 
metropolitan areas of Los Angeles and Orange Counties. The com- 
pany also provides electric utility services to nearly 23,250 custorn- 

Favorable regulatory backing enabled 
~~~~i~~~ States Water to have a 
blowout fourth quarter. Indeed, the 
water utility posted earnings of $0.71 a 
share, nearly four times the year-before 
tally. Revenues jumped 20%. to $103.7 
million, thanks to the recognition of 
retroactive revenues from earlier in the 
year associated with rate increases handed 
down by the California public Utilities 
Commission (CPUC) in regard to general 
rate cases for Regions I1 and 111. 
Growth will be tough to come by this 
year due to the stiffer comparisons . . . Although the benefits were all real- 
ized in the final quarter of the year, the 

bottom line for the full-year 2010. AWR is 
subject to regulatory rulings so  the gain is 
considered tvuical and not looked at as a 

CPUC's ruling added $0.30 a share to the 

4) Primary earnings. Excludes nonrecurring rounding. 
ainsKlossesl: '04. 14d: '05. 25d: '06. 66: '08. IBI Dividends historicallv oaid in earlv March. 

(C) In millions, adjusted for split. 

27$):"10, (55$). Next eami&report'duk' ear: 1 &e, September, and Dekrnber. Db'd rein- 
I Mav. Quarterlv eas. mav not add due to vestment Dlan avallable. ' I  
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4%; industrial, 4%. '10 reported depreciation rate: 2.3%. Has 
roughly 1,127 employees. Chairman: Robert W. Foy. President 8 

I I I 
BUSINESS: California Water Sei 
nonregulated water service to roughly 1 

communities in California, Washington, b 
Main service areas: San Francisco Bay area, Sacramento Valley, 
Salinas Valley, San Joaquin Valley 8 parts of Los Angeles. Ac- 
quired Rio Grande Corp; West Hawaii Utilities (9108). Revenue 

We look for California Water Service 
Group to bounce back nicely this 
year. The water utility disappointed in 
the fourth quarter of 2010, reporting earn- 
ings of $0.23 a share, well below the year- 
earlier mark and estimates. The top line 
dipped 1%, as the net effect of WRAM and 
the MCBA resulted in a decrease of $2.9 
million in revenue. These usage of these 
methodologies added $5.2 million to the 
books in the same period last year. But 
there should not be an lagging effects 
with the transition to a t i r e  year general 
rate case cycle in California now in the 
rear view mirror. In fact, the regulatory 
landscape ought to be complementary 
after the California Public Utilities Com- 
mission recently approved CWT's rate case 
authorizing the company to  recognize an 
additional $25 million in annualized reve- 
nues and another $8 million in funds to be 
obtained at the conclusion of certain 
projects. With that, we look for a 10% 
share-net advance in 2011, despite the ris- 
ing costs of doing business (see below). 
Growth will likely taper off in 2012 
and thereafter, however. U.S. water in- 
frastructures are extremely capital- 

CEO: Peter C. Nelson (4111 Proxy). Inc.: Delaware. Address: 1720 
North First Street, San Jose, California 951 12-4598. Telephone: 
408-367-8200. Internet: w.calwatergroup.com. 

intensive. Costs of maintenance are add- 
ing up as many systems require significant 
investment. CWT is reasonably cash- 
strapped, though, and will probably have 
to continue seeking outside financing. 
Though necessary, such ventures come at 
a price, and the initiatives will probably 
cause earnings growth to begin slowing. 
We do not recommend this issue to 
most. The financin costs should weigh on 
shareholder ains for  the foreseeable fu- 
ture. Althoug% the steadily increasing div- 
idend is a boon, it is not enough to make 
up for the lack of earnings power in our 
opinion. There are better income vehicles 
out there, especially in the Electric Utili- 
ties Industry. We also worry that the 
dearth of cash on hand could potentially 
affect the dividend payout if the operating 
environment remains so capital intensive. 
It should be noted that CWT announced a 
2-for-1 stock split and a stock offering that 
looks to be contingent upon approval of the 
former action. If granted shareholder ap- 
proval, both are slated to  go through in 
June. Our presentation does not account 
for the split at this time. 
Andre J. Costanza April 22, 2011 

(D) In millions, adjusted for split. I (E) Excludes non-reg. rev. 
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'fd Stock None. 
Oblig. $58.8 mill. 390.8 428.5 456.8 484.8 541.7 

6.9% 6.9% 6 5% 7.6% 7.0% 
9.3% 100% 8.7% 10.6% 9.7% 

I 136.1 1 145.7 1 149.7 1 166.9 I 180.1 I 189.2 

:ommon Stock 18,577,012 shs 94% 93% 100% 87% 106% 97% 
s of 2/8/11 41% 38% 47% 36% 5 6 %  52% 

~ 56% 59% 53% 58% 47% 46% IARKET CAP: $425 million (Small Cap) 

14.0 1 14.2 I 16.7 I 16.0 I 20.7 I 22.2 
34.5% I 40.4% I 36.2% 1 42.1% 1 41.6% 1 40.8% 

XJRRENT i!.MII I \ PoSITloN 2009 12'31H0 
BUSINESS: SJW Comoration enaaoes In the oroductcon our- 

q G q q % p 3  21.6 22.3 

,.....--., 
:ash Assets 3.4 1.4 1.7 
!ther 28.6 26.6 36.3 
.urrenl Assets 32.O 28.0 38.0 

rccts Payable ,::: E:! g:: 
18.4 18,5 18,6 

)ebt Due 
Ither 
:urrent Liab. 43.3 32.0 29.2 

- - _ _  

:iX.Chg.COV. 293% 352% 400% 
WNUALRATES Past Past Est'd'0840 
Ichange(Persh) loyrs. 5yrs. to'1c'16 
tevenues 6.5% 5.5% 5.0% 
cash ~ l ~ ~ "  6.0% 3.5% 6.5% 
iarnings 2.0% -1.5% 9.0% 

lividends :::; ::::; !$?; Look Value 

Gal- QUARTERLY REVENUES I$ mill.) Full 
!ndar Mar31 Juri. 30 SeP- 30 Dee. 31 Year 
2008 41.3 60.0 69.5 49.5 220.3 
2009 40.0 58.2 69.3 48.6 216.1 
2010 40.4 54.1 50.8 215.6 

;$ ::.: it: g.00 ii: 
Cal- EARW&SPERSHAREA Full 
d a r  Mar.31 Juri. 30 SeP. 30 Dec. 31 Year ~ 

2008 . I5 .34 .44 . I5  1.08 
2009 .01 2 3  .43 .I4 .81 
2010 .05 24 .44 .84 

$;; 1:; 145; 1:: ,::: 
Car- QUARTERLYDlVlDENDSPAlD8. Full 
!ndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 . I5 .15 .I5 .15 60 
2008 .16 .16 .I6 .64 
2009 ,165 ,165 ,165 ,165 .66 
2010 . - . . .I7 . _ _  .I7 .I7 .I7 68 

.66 1 .61 I .65 1 .68 1 .69 
6.62 3.79 3.17 5.65 5.15 

12.90 13.99 13.66 13.75 14.90 
18.36 18.18 18.50 18.55 20.50 

. 7 -  
chase, storage, purifiiion, distribuio;. and retail &e of water. It- 
provides water service to approximately 226,000 connections that 
serve a population of approximately one million people in the San 
Jose area and 8,700 connections that serve approximately 36,000 
residents in a service area in the region between San Antonio and 

We welcome newcomer SJW Corp to 
The Value Line Investment Survey in 
this issue. Although it dabbles in corn- 
mercial property, the company, for all in- 
tents and purposes, is a water utility, 
engaging in the production, purchase, 
storage, purification, distribution, and sale 
of water. It offers nonregulated services 
via agreements with municipalities and 
other utilities, but the bulk of its business 
is regulated. Operations are centered 
around San Jose, California, where it pro- 
vides more than 225,000 connections that 
serve population of roughly one million 
people. Services are not exclusive to the 
Golden State, however, with another 8,700 
connections serving 36,000 residents in 
the state of Texas. 
The company's inaugural appearance 
is forgettable. I t  posted earnings of $0.11 
in the fourth quarter of 2010 (March- 
period results are due out next week), a 
few pennies below the prior year's tally, 
after stripping out gains we deem as non- 
recurring in nature. Sales inched up mod- 
estly in the quarter, but the costs of doing 
business in this capital-intensive industry 
continued to  take a toll. 

1.7% 2.3% 2.8% 2.8% 

206.6 220.3 216.1 215.6 

L) Diluted earnings. Excludes nonrecurring add due to rounding. 
sses : '03, $1.97; '04, $3.78; '05, $1.09; '06, (8) Dividends historically paid in early March, 
16.36: '08, $1.22: ' I O .  466. Next earninas June, September, and December. Div'd rein- 

(C) in millions. 

19.3 I 20.2 I 15.2 I 15.6 I 18.0 
39.4% 1 39.5% 1 40.4% 1 39.7% 1 40.0% 

Company's Financial Strength B+ 
Stock's Price Stability 70 
Price Growth Persistence 80 

645.5 1 684.2 I 7185 I 785.5 I 850 
5.7% 5.8% 4.4% 4.2% 4.5% 

8.2% 8.0% 6.0% 6.1% 6.0% 
8.2% 8.0% 6.0% 6.1% 6.0% i 3.5% 3.3% 1.2% 1.2% 1.5% 
57% j 59% I 80% I 81% I 74% 

Target Price Rangt 1 I 2014 12015 12016 
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THIS VL ARITH.' 
STOCK INDEX 

1 yr. -6.4 23.4 
3yr. -12.1 49.0 
5vr. -2.7 45.9 

l2.00 

15.70 BookValue persh 17.00 
22.00 Common Shs Outst'a C 25.00 

Austin, Texas. The company offers nonregulated water-related 
services, including water system operations, cash remittances, and 
maintenance contract services. SJW also owns and operates com- 
mercial real estate investments. Has 375 employees. Chairman: 
Charles J. Toeniskoetter. Inc.: CA. Address: 110 W. Taylor Street, 
San Jose, CA 95110. Tel.: (408) 279-7800. Int:www.sjwater.com. 

We are a little wary of the company's 
near-term prospects. Operating costs 
are likely to remain on the rise, given the 
shape that many water systems appear to  
be in across the United States. That said, 
SJW, like many of its bedfellows, is not ex- 
actly flush with cash and will probably 
have to turn to outside financing to  make 
the improvements. The costs associated 
with additional debt or share offerings, 
however, will be dilutive. likely keeping 
growth under wraps going forward. Note, 
however, that growth may look decent 
against depressed 2010 comparisons. 
We advise investors to take a pass on 
this issue. SJW is ranked 4 (Below Aver- 
age) for Timeliness and lacks 3- to 5-year 
appreciation potential, as well. Meanwhile, 
the balance sheet is highly leveraged, add- 
ing some skepticism about the 
sustainability of the stocks only saving 
grace at this time, its dividend. Although 
the steady stream of income is not likely to  
dry up completely, the financial con- 
straints alluded to  above could prompt the 
company to use the funds to make capital 
improvements instead. 
Andre J. Costanza Ami1 22, 2011 
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.30 
1.09 
4.15 

113.97 
23.6 
1.21 

2.5% 

307.3 
50.5 

39.3% 

52.2% 
47.7% 
990.4 
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._ 
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.32 
1.20 
4.36 

113.19 
23.6 
1.29 

2.5% 

322.0 
62.7 

38.5% 
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45.0% 
1076.2 
1490.8 

_ _  
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12.7% 
5.2% 
59% 
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.64 

.37 
1.54 

29 I .30 I .34 I .40 I .42 I .47 .71 .70 .71 .73 .77 .90 .95 1.05 Earningspersh A 1.35 
.40 .44 .48 51  5 5  S9 .63 .67 Div'd Decl'dpersh .79 

1.84 2.05 1.79 1.98 2.08 2.37 2.45 1.55 CaD'ISDendinaDersh 2.80 
22 1 .23 I 24 I 26 I 2 7  I 28 
.52 I .48 I .58 I .82 I .90 I 1.16 

5.89 
127.18 

25.1 
1.33 

2.3% 

63.74 65.75 67.47 72.20 106.80 111.82 
6.30 6.96 7.32 7.82 8.12 8.51 8.75 9.10 BoikValuep&h 10.50 

128.97 132.33 133.40 135.37 136.49 137.97 138.90 139.90 Common Shs Outst'g 142.90 

1.69 1.87 1.70 1.50 1.54 1.36 Va'ueLjne RelativePIERatio 1.40 
1.8% 1.8% 2.1% 2.8% 3.1% 3.1% estinates Ava Ann'l Div'd Yield 2.5% 

31.8 34.7 32.0 24.9 23.1 21.1 80idfigWesan AvgAnn'lPIERatio 21.0 

6.2% I 4.9% I 3.9% I 2.9% 1 3.0% I 3.3% 
CAPITAL STRUCTURE as of 12/31/10 442.0 496.8 533.5 602.5 627.0 670.5 726.1 

80.0 91.2 92.0 95.0 97.9 104.4 124.0 
39.4% 38.4% 39.6% 38.9% 39.7% 39.4% 39.2% 

Total Debt $1560.4 mill.Due in 5 Yrs $316 mill. 
LT Debt $1531.9 mill. LT Interest $70.6 mill. . 
(LT interest earned: 4 . 5 ~ ;  total interest coverage: 
4.5x) (57% of Cap'l) 

Pension Assets-12/10 $159.2 mill. 
Oblig. $234.9 mill. 

Pfd Stock None 
Common Stock 137.968.188 shares 

775 825 Revenues ($mill) 975 
130 145 Net Profit (Emill) 190 

40.0% 40.0% IncomeTax Rate 40.0% 

iZl31 /I 0 

5.9 
85.9 

9.2 
44.4 

145.4 
45.3 
28.5 

149.9 
223.f 
290% 

- - 
50.0% 
50.0% 
1497.3 

ANNUAL RATES Past Past Est'd '08-'10 
of change [per sh) 10 Yrs. 5 Yrs. to '14.'16 
Revenues 8.0% 7.5% 6.5% 
"Cash Flow" 8.5% 8.0% 8.0% 

- - . . - - - -  2.9% 3.1% 2.5% 2.5% AFUDC% toNet Profit 1.5% 
52.0% 51.6% 55.4% 54.1% 55.6% 56.6% 56.0% 56.0% Long-Term Debt Ratio 54.0% 
40.0% 48.4% 44.6% 45.9% 44.4% 43.4% 44.0% 44.0% Common Equity Ratio 46.0% 
1690.4 1904.4 2191.4 2306.6 2495.5 2706.2 2790 2880 Total CaDital Itmill) 32fO 

Earnings 6.5% 4.5% 10.0% 
Dividends 7.5% 80% 6.0% 
Book Value 9.0% 7.0% 5.0% 

2069.8 
6.7% 

10.7% 
10.7% 
4.6% 
57% 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 139.3 151.0 177.1 159.6 627.0 
2009 154.5 167.3 180.8 167.9 670.5 
2010 160.5 178.4 207.8 179.3 726.0 

2012 195 200 230 200 825 

2280.0 2506.0 2792.8 2997.4 3227.3 3469.3 3640 3815 NetPlan~(fm'ill) ' 4395 
6.9% 6.4% 5.9% 5.7% 5.6% 5.9% 6.0% 6.5% Return on Total Cap'l 7.5% 

11.2% 10.0% 9.7% 9.3% 9.4% 10.6% 11.0% 11.5% ReturnonShr.Equity f3.0% 
11.2% 10.0% 9.7% 9.3% 9.4% 10.6% 11.0% 11.5% Return on Com Equity 13.0% 
4.9% 3.7% 3.2% 2.8% 2.7% 3.7% 3.5% 4.0% Retained toCom Eq 5.5% 
56% 63% 67% 70% 72% 65% 67% 64% AllDiv'dstoNetProf 59% 

2009 .I9 2 5  .77 

A) Diluted egs. Excl. nonrec. gains (losses): 
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itilities that serve approximately three million resi- 
vania, Ohio, North Carolina, Illinois, Texas, New 

14.5%; industrial's other, 26.0%. Officers and directors own 2.0% 
of the common stock (4111 Proxy). Chairman 8 Chief Executive Of- 

Indiana, and five other states. Divested three of 
usinesses in '91; telemarketing group in '93; and 
Aquasource, 7103; Consumers Water, 4/99; and 

Aqua America is slated to improve 
steadily in 2011. Earnings growth is like- 
ly to  be driven by purchases, as well as fu- 
ture favorable rate rulings. 
Acquisitions remain the backbone of 
rowth. With its strong balance sheet, 

t q u a  America is poised to continue growth 
via purchases this year. Though no con- 
crete details are known at this time, we do 
anticipate seeing a string of transactions, 
similar to  the previous year. 
Rate rulings should provide an addi- 
tional boost to the bottom line. The 
company has implemented a rate recovery 
program, with most of its rate cases likely 
to receive favorable rulings. It already has 
several major cases on the horizon. though 
there have not been any filings. States 
that the company plans to file in include 
Pennsylvania, New Jersey, Ohio, Illinois, 
and Texas. In the best-case scenario, the 
increase in revenues should boost the bot- 
tom lines from 2012 onward. 
The Marcellus Shale project provides 
many growth opportunities. The com- 
pany has already implemented a new pro- 
gram of "water stations" to fill the trucks 
that service the drillers in Marcellus 

ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address: 
762 West Lancaster Avenue, Bryn Mawr, Pennsylvania 19010. Tel- 
ephone: 61 0-525-1400. Internet: www.aquaamerica.com. 

Shale. As the drilling requires significant 
water use, we expect drilling-related water 
consumption to increase in the future, 
adding to the revenue stream. Further- 
more as the Marcellus Shale is set to pro- 
vide impetus to  many states that the com- 
pany serves, we anticipate organic growth 
to  increase over the next few years. 
Long-term prospects look bright for 
Aqua America. It looks ever likely that 
the company will benefit both from 
acquisition-driven growth and organic 
growth. Finally, Aqua America's diver- 
sification into other sectors continues. I t  is 
looking at three to four more solar opera- 
tions this year, and is quite likely to  ramp 
up production from 2012 onward, as these 
projects are turning out to be quite profita- 
ble in the near and long term. The compa- 
ny is also cutting down on costs, which 
should aid in boosting the bottom line over 
the next few years. 
Income investors should find this is- 
sue of interest. This equity's dividend 
yield is well above the industry average. 
Furthermore, the company has a history of 
steady dividend increases. 
Sahana Zutshi April 22, 2011 

:xcl.~ g i n  from disc. opeiations: '96, 23. Earn- j u h ,  Sept 8 Dec D I ? ~  reinvestment plan 
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Price Growth Persistince 70 
100 -~ 
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NATURAL GAS UTILITY 

59% 61% 61% 61% 60% All Div’ds to Net Prof 61% 
13.9 12.8 14.0 Bo,dfi urer are Avg Ann’l PIE Ratio 13.0 

4.2% 4.8% 4.3% Ava Ann’l Div’d Yield 4.6% 
.83 .85 .90 !& Relative PIE Ratio .B5 

543 
The Natural Gas Utility Industry has fallen to 

the bottom quartile of our Timeliness Ranking 
spectrum. A difficult economic environment, low 
gas prices, and customer conservation will likely 
be the story here for the foreseeable future. In 
turn, these companies continue to search for ways 
to improve their business prospects. Despite their 
efforts, near-term prospects will probably remain 
uninspiring until the economic recovery is further 
along. All told, this sector’s main appeal is its 
above-average dividend yield. 

Regulation 
Rate cases are a n  important theme for members of 

this industry. These companies are regulated by state 
commissions tha t  determine the return on equity tha t  
can be achieved. A positive or negative decision in rate 
cases can have a n  meaningful impact on these busi- 
nesses and, as a result, their stock prices. There are a 
few notable rate cases pending. Prospective investors 
should look out in the following pages for any utilities 
tha t  have cases pending before making any investment 
decisions. 

Macroeconomic Environment 
The weakness in the U.S. economy continues to affect 

this group’s results. On point, the lackluster housing 
market remains a challenge. In  fact, one key measure for 
this sector, housing starts, declined 10.6% in April. This 
suggests demand will probably continue to be weak in 
the near term. Moreover, tight consumer spending has 
led to customer conservation. These factors, along with 
low natural gas prices, will likely continue to pressure 
revenues for the foreseeable future. What’s more, low 
interest rates have led to a n  unfavorable rate environ- 
ment, which has hurt  these utilities’ returns of late. 

Other Operating Factors 
Often, these companies utilize a variety of strategies 

to improve their results. Establishing tight cost controls 
is important given this group’s business structure. Fur- 
thermore, these utilities have started to look for acqui- 
sitions tha t  can create further cost savings. For example, 
AGL Resources is awaiting approval for its purchase of 
Nicor. The combined entity would be the largest gas 
distributor in the United States and would benefit from 
various cost synergies. 

I Composite Statistics: Natural Gas Utility 

2007 I 2008 I 2009 I 2010 I 2011 I 2012 I 
38528 I 44207 I 34909 I 34089 I 36250 I 42500 I Revenues ($mill) 
1562.4 ~ 1694.2 1 1677.6 1 1769.4 1 ; Z  1 2130 ~ Net Profit ($mill) 

33.9% 35.7% 33.8% 34.0% 36.0% 36.0% Income Tax Rate 

4.1% 3.8% 4.8% 5.2% 5.0% Net Profit Margin 
50.4% 50.6% 49.9% 46.7% 52.0% 5 t O %  LonpTenn Debt Ratio 
49.5% 49.4% 50.1% 53.3% 48.0% 49.0% Common Equity Ratio 
32263 32729 33974 33144 33250 35500 Total Capital ($mill) 
33936 35342 37292 39294 40250 42250 Net Plant ($mill) 
6.5% 6.8% 6.5% 6.9% 6.5% 6.0% Return on Total Cap’l 
9.8% 10.5% 10.0% 10.0% fO.O% 10.0% Return on Shr. Equity 
9.8% 10.5% 10.0% 10.0% 10.0% 10.0% Return on Corn Equity I 3.7% 4.3% 3.8% 4.0% 4.0% 3.5% Retalned to Com E a  

14-1 6 
50250 

36.0% 
4.8% 

54.0% 
46.0% 

50500 
5.5% 

10.5% 
10.5% 
4.5% 

336% I 358% I 381% I 402% 1 400% I 375% I Fixed Charge Coveraae I 400% I 

INDUSTRY TIMELINESS: 76 (of 98) 

Another factor that  weighs on this industry is unsea- 
sonable weather. Warmer- or colder-than-normal 
weather can impact natural gas prices. Conservative 
investors should probably look for utilities that  hedge 
this risk via weather-adjusted rate mechanisms. Addi- 
tionally, it is worth noting tha t  the sector is currently 
entering its off season as heating demand will be gener- 
ally limited over the next few months. 

Also, many of these companies have invested in non- 
regulated operations, which are not dictated a return on 
equity by the aforementioned state commissions. These 
operations offer a higher potential for returns, but also 
add greater risk to the profits of these otherwise stable 
utilities. However, when natural gas prices are unfavor- 
able, as they are now, these businesses help to buoy 
profits. 

Energy-efficiency programs have become a n  increas- 
ingly important theme here, too. Governments have 
been advocating these initiatives as a way to promote 
conservation without impacting profitability in this in- 
dustry. We expect greater emphasis on these programs 
in the years ahead. 

Dividends 
The primary appeal of these utility stocks is their 

above-average dividend yields. Indeed, the average yield 
for this group is about 3.6%, which is well above the 
Value Line median. Most notably, NiSource, AGL Re- 
sources, and Laclede Group all offer particularly attrac- 
tive dividend yields in this sector. 

Conclusion 
The Natural Gas Utility Industry is not ranked favor- 

ably for Timeliness. Thus, investors interested in stock 
appreciation in the year ahead would do better to look 
elsewhere. Longer term, these businesses should re- 
bound due to an  improved economic environment and 
more-favorable natural gas pricing. Therefore, we think 
conservative investors with a n  eye toward the 2014-2016 
time frame will find a few issues here tha t  offer worth- 
while total return potential. 

Richard Gallagher 

Natural Gas Utility 
RELATIVE STRENGTH (Ratio of Industry t o  Value Line Comp.) 
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Cal- QUARTERLY REVENUES (S mill.) FUII 
!ndar Mar.31 Jun.30 SeP.30 Dec.31 Year 
2008 1012 444.0 539.0 805.0 2800.0 
2009 995.0 377.0 307.0 638.0 2317.0 
2010 003 359.0 346.0 665.0 2373.0 
2011 '878.0 400 400 802 2480 
2012 1170 360 350 700 2580 
Cal- EARNINGSPERSHAREB FUII 
!ndar Mar31 Jun.30 SeP.30 k . 3 1  Year 
2008 1.16 .30 28 .97 2.71 
2009 1.55 .26 .I6 .91 2.88 

2011 1.59 .25 .35 3 6  Xf5  
2012 f.60 .40 .45 .85 3.30. 
Cal- QUARTERLY DIVIDENDS PAJD Cm Full 
!ndar Mar.31 Jun.30 Seu.30 Dec.31 Year 
2007 .41 .41 .41 .41 1.64 
2008 .42 .42 .42 .42 1.68 
2009 .43 .43 .43 .43 1.72 
2010 .44 .44 .44 .44 1.76 
2011 .45 .45 

;as'Fc-&ts 

--- 

2010 1.73 .17 29 .81 3.00 

1.33 1.37 1.37 1.41 .91 1.29 1.50 
1.04 1.06 1.08 1.08 1.08 1.08 1.08 
2.17 2.37 2.59 2.05 2.51 2.92 2.83 

10.12 10.56 10.99 11.42 11.59 11.50 12.19 
55.02 55.70 56.60 57.30 57.10 54.00 55.10 
12.6 13.8 14.7 13.9 21.4 13.6 14.6 

~ 

BUSlh 
ny. Its distribution subsidiaries include Atlanta Gas Light, Chat- 
tanooga Gas, Elizabethtown Gas and Virginia Natural Gas. The util- 
ities have more than 2.3 million customers in Georgia, Virginia, 
Tennessee, New Jersey, Florida. and Maryland. Engaged in non- 
regulated natural gas marketing and other allied services. Deregu- 

The acquisition of Nicer remains AGL 
Resources' main focus. The transaction, 
announced in December, 2010, is progress- 
ing on schedule. The SEC has approved 
the filed registration statement, and 
antitrust clearance has been received. The 
merger looks to  be quite beneficial for the 
company, providing considerable 
economies of scale. The company hopes to 
use Nicor's expertise in the Midwest and 
Chicago area to gain a greater hold in the 
market, addin considerably to the exist- 
ing customer %ase. Furthermore, the in- 
tegration of Nicor's storage facilities is 
slated to reduce operating costs and pro- 
vide expansion opportunities. The merger 
should result in a considerable boost to 
both top and bottom lines over the 3 - to 5 

AGL Resources is likely to perform 
well in 2011. Favorable rate rulings and 
expansion projects should result in solid 
top- and bottom-line performances. 
The company continues to diversify 
geographically. I t  increased its invest- 
ment during the quarter in South Star En- 
ergy, a multistate natural gas provider, 
from 70% to 85%. AGL Resources is now 

-year pull, 

.M I .66 I .85 I .72 I 1.22 I .88 I .75 

i) Fiscal year ends December 31st. Ended 
?Dtember 30th Drior to 2002. 

$0.13; '01, $0.13; '03, ($0.07); '08, $0.13. Next available. (D) Includes intangibles. In 2010: 
eaminas reDori due late Julv. $418 million. $5.35/share. 

6.2% I 5.6% 1 5.4% I 5.5% I 5.5% I 6.2% I 4.9% 
I 10493 :APITAL STRUCTURE as of 3/31/11 

Company's Financial Strength E++ 
Stock's Price Stabilitv 100 

.T Debt $2173.0 mill. LT Interest $140.0 mill. 
'otal Debt $2199.0 mill. Due in 5 Yrs $600.0 mill. 

Total interest coverage: 6 . 5 ~ )  

.eases, Uncapitalized Annual 
'ension Assets-12/10 $344.0 mill. 

'fd Stock None 

:ommon Stock 78,258,498 shs. 
IS of 4/28/11 

38.7% 

12.3% 
12.3% - 
4.2% lARKET CAP: $3.2 billion (Mid Cap) 

:URRENT POSITION 2009 2010 3/31/11 65% 
$MILL I ~ 

ms 
I I I 

.e.. .... . .... 
....a- - .. ...... ---. 

3.39 I 3.47 I 3.29 I 4.20 

41.7% I 49.7% I 46.0% I 48.1% 
1704.3 1901.4 3008.0 3114.0 

SS: AGL Resources Inc. is a DU 

13,l (,i'"4 
Median - 

40.1 
34.4 
- - 

- 

2006 
33.73 
4.50 
2.72 
1.48 
3.26 

20.71 
77.70 

13.5 
.73 

4.0% 
2621.0 
212.0 

37.8% 
8.1% 

50.2% 
49.8% 
3231.0 
3436.0 

~ 

~ 

- 

- 

- 

- 

- 

~ 

8.0% 
13.2% 
13.2% 

~ 

6.3% 
52% 

c utili0 
- 

- 
44.7 
35.2 
- 
- 

- 
s...... 

..* 

2007 
32.64 
4.65 
2.72 
1.64 
3.39 

21.74 
76.40 
14.7 
.78 

4.1% 
2494.0 
21 1 .o 

37.6% 
8.5% 

50.2% 
49.8% 
3335.0 
3566.0 
7.7% 

12.7% 
12.7% 
5.3% 
58% 

- 

~ 

- 

- 

- 

- 

- 

- 

- 
ioldina 

- 
39 1 
24  0 

2008 
36 41 
4 68 
2.71 
168 

21.48 
76 90 
12 3 

74 
5 0% 

2800 0 
207 6 

40 5% 
7 4% 

50 3% 
49 7% 
3327 0 

7 4% 
12 6% 
12 6% 
5 1% 
60% 

)ma-  

- 
4 a4 

~ 

- 

- 

- 

- 

38160 

~ 

- 

37.5 40.1 42.3 Target Pr ice Rangi 
24.0 I 34.2 I 35.7 I I I 2014 I2015 1201f 

120 
100 
80 
64 
48 

32 
24 
20 
16 

6.14 4.80 5.20 1;dsDecI'dpersh Cap'l Spending per sh CI 1 6.30 1.96 

1.:; 

1 1 1 . 8 1  1.84 

22.95 23.24 24.95 26.50 BookValuepersh D 31.60 
77.54 78.00 78.50 79.00 Common Shs Outst'g E 80.50 

11.2 12.9 Boldflg m a r e  Avg Ann'lPIERatio 15.0 
Line Relative PIE Ratio 1.00 

5.4% 4.7% e=ti Ava Ann'l Div'd Yield 3.5% 

2317.0 2373.0 2480 2580 Revenues ($mill) A 3100 
222.0 234.0 250 260 Net Profit ($mill) 300 

35.2% 35.9% 40.0% 40.0% Income Tax Rate 40.0% 
9.6% 9.9% 10.1% 10.1% Net Profit Margin 9.7% 

52.6% 48.0% 53.0% 50.0% LongTerm Debt Ratio 4tO% 
47.4% 52.0% 47.0% 50.0% Common Equity Ratio 59.0% 
3754.0 3486.0 4160 4190 Total Caoital IJmilll 4345 
4146.0 4405.0 4660 4735 NetPlan\($m'ill) ' 5100 

6.9% 7.6% 7.5% 7.5% Return on Total Cap'l 8.0% 
12.5% 12.9% 12.5% 12.5% Return onlhr. Eauitv 12.0% . I  
12.5% I 12.9% I 2 5 %  1 12.5% IReturn on Com Equity 1 12.0% 
5.3% I 5.6% I 5.5% 1 5.5% ]Retained to Com Ea 1 5.5% 
57% I 57% I 57% 1 56% /All Oiv'ds to Net Prof I 52% 

ated subsidiaries: Georaia Natural Gas markets natural aas at 
retail. Sold Utilipro, 3 1 i .  Acquired Compass Energy Services, 
10107. BlackRock Inc. owns 7.9% of common stock; off./dir., less 
than 1.0% (3111 Proxy). Pres. 8 CEO: John W. Somerhalder II. 
Inc.: GA. Addr.: Ten Peachtree Place N.E., Atlanta, GA 30309. Tel- 
ephone: 404-584-4000. Internet: www.aglresources.com. 

looking at other investments, though no 
concrete details are known. 
Rate cases and expansion projects 
remain earnings drivers. Due to favor- 
able rulings, rate cases in Georgia and 
Tennessee are slated to provide a boost to 
the bottom line. The company is currently 
focusing on rate cases in Virginia, with 
plans to  file a case in Florida, as well. The 
Golden Triangle project also remains a key 
driver, with the expansion of Caravan 2 
progressing on schedule. The endeavor is 
key in increasing storage levels and ex- 
panding the customer base in the long 
term. This should provide a boost to earn- 
ings for the 2014-2016 period. 
Long-term prospects appear bright. 
Any stress on earnings caused by AGL's 
supply glut, as well as low natural gas 
prices, is likely to be more than offset by 
revenues from mergers, expansion 
projects, and favorable rate cases. 
Income investors might find this 
neutrally ranked issue of interest. 
This stock has a high dividend yield, with 
the possibility of increased payouts. Thus, 
total return potential appears worthwhile. 
Sahana Zutshi June 10, 2011 

I) Diluted earnings per share. Excl. nonrecur- (C) DiGdends historically paid early March, 
ig gains (losses): '95, ($0.83); '99, $0.39; '00, I June, Sept., and Dec. 1 Div'd reinvest. plan I (E) In millions. 

0 2011, Value Line Publishin LLC All ri hts r e s m d .  Factllal material is oMained horn sources believed to be rdiaMe and is provided without warranties of any kind. 
THE PUBLISHER IS NOT REZPONSIBLE ?OR ANY ERRORS OR OMISSIONS HEREIN. This ublication [s strictly for ybscribers own, non-commercial,.internal use. No part 
of it may be repoduced. resold. stored a transmined in any pinted. eleclronlc or mer form, or use8foc generating or marketing any pnnted M elecflon!c publicauon, swice M product. 
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4) Fiscal year ends Sept. 30th. (8) Diluted 
hrs. Excl. nonrec. items: ‘03, d17$; ‘06, d18$; 
17, d21; ‘09, 12$; ’ IO. 54: Q2 ‘11, 51. Next 

- 

1 

call 
D 

pial 

laid in eady March, June, Sept., and Dec. 
reinvestment plan. Direct stock purchase 

ivail. 

(E) Qtrs may not add due to change in shrs Company’s Financial Strength 
outstanding. Stock’s Price Stability 100 

B+ 

Price Growth Persistence 50 

R E L A T E  
P E  RATIO 0.82 (e- RECENT ATMOS ENERGY CORP, NYSE-ATO IPRlCE 33.35 3.6 (Trailing: 14.8’ 

Median: 14.0, -~~~~ ~. 

SAFETY 2 Raised12116105 LEGENDS 

TECHNICAL 3 Raised4/8/11 
BETA .70 (l.W = Market) 0 ions Yes 

- 1.00 x Dividends sh 

, . . . divided Relative b hiCe IntefesPRate Strength 

201416 PROJECTIONS haddareas 
Ann’l Total 

Price Gain Return 

”r”r” 25.0 25.5 23.C 
- 

25.5 
20.E 

- 
27.6 
23.4 

- 
29 3 
19 7 

2008 
79 52 
4 19 
2 00 
130 
5.20 

22.60 
90 81 
13 6 

82 
4.8% 

7221 3 
180 3 

38.4% 
2 5% 

50 8% 
49 2% 
4172 3 
4136.9 

5.9% 
8.8% 
8.8% 
3.1% 
65% 

- 

- 

- 
- 

- 

- 

- 

- 

- 

- 

- 
30 3 
20 1 

2009 
53 69 
4 29 
1.97 
1 32 
5 51 

23.52 
92 55 
12.5 

83 
5 3% 

4969 1 
1797 

34 4% 
3 6% 

49 9% 
50 1% 
4346.2 
4439.1 

5.9% 
8.3% 
8.3% 
2 7% 
68% 

- 

- 
- 

- 

- 

- 

- 

- 

- 

I Et- - 31e rece 

2001 
35 36 
3 03 
147 
116 
2 77 

14 31 
40 79 

15.6 
80 

5 1% 

1442 3 
56 1 

37.3% 
3 9% 
54 3% 
45.7% 
1276 3 
13354 

5.9% 
9.6% 
9.6% 
2.1% 
79% 

BUSIb 

- 

- 
- 

- 
- 

- 
- 

- 

- 

- 

. ..-- . . . 

J A S O N D J F M  
t o B y  0 0 0 0 0 0 0 0 0  
OptiMS 0 0 0 0 1 0 0 0 0  
toSell 0 1 0 0 3 0 0 1 1 
Inst i tut ional  Decis ions 

i$ 
- ..* ...... - 
’ -... 

..f 
I I I I I 
I I 

’ .... ’-’..$... I I %TOT. RETURN 5/11 - 
- 

rn 
2002 

22.82 
3.39 
1.45 
1.18 
3.17 

13.75 
41.68 

15.2 
.83 

5.4% 

950.8 
59.7 

37.1% 
6.3% 

53.9% 
46.1% 
1243.7 
1300.3 

6.8% 
10.4% 
10.4% 
1.9% 
82% 

- 

- 
- 

- 

- 

- 

- 

- 

Atmos Enerav’s historv dates back to 2003 
54.39 
3.23 
1.71 
1.20 
3.10 

16.66 
51.48 
13.4 
.76 

5.2% 

2799.9 
79.5 

37.1% 
2.8% 

50.2% 
468% 
1721.4 
1516.0 

6.2% 
9.3% 
9.3% 
2.8% 
70% 

- 

- 
- 

- 

- 

- 

- 

- 

2004 
46.50 
2.91 
1.58 
1.22 
3.03 

18.05 
62.80 
15.9 
.a 

4.9% 
2920.0 

86.2 
37.4% 
3.0% 

43.2% 
56.8% 
1994.8 
1722.5 
5.8% 
7.6% 
7.6% 
1.7% 
77% 

- 

- 
- 

- 

- 

- 

- 

- 

- 

4-1 6 
64.75 
5.55 
2.70 
1.45 
7.65 

30.10 
105.00 

13.0 
.85 

4.1% 
6800 
285 

40.5% 
4.2% 

49.0% 
51.0% 

6200 
6400 
6.0% 
9.0% 
9.0% 
4.0% 
53% 

- 

- 

- 
- 

- 

- 

- 

- 

- 

1906 in the T.k!xas Panhandle. Over the 
years, through various mergers, it became 
part of Pioneer Corporation, and, in 1981, 
Pioneer named its gas distribution division 
Energas. In 1983, Pioneer organized 
Energas as a separate subsidiary and dis- 
tributed the outstanding shares of Energas 
to Pioneer shareholders. Energas changed 
its name to Atmos in 1988. Atmos acquired 
Trans Louisiana Gas in 1986, Western Ken- 
tucky Gas Utility in 1987, Greeley Gas in 
1993, United Cities Gas in 1997, and others. 
CAPITAL STRUCTURE as of 3/31/11 
Total Debt $2159.7 mill. Due in 5 Yrs $1240.0 mill. 
LT Debt $1807.3 mill. 
(LT interest earned: 3 .2~;  total interest 
coverage: 3 .1~)  
Leases, Uncapitalized Annual rentals $18.2 mill. 
Pfd Stock None 
Pension Assets-9/10 $301.7 mill. 

Common Stock 90.329.899 shs. 

LT Interest $110.0 mill. 

Oblig. $407.5 mill. 

61.75 75.27 66.03 
3.90 4.26 4.14 
1,721 2.001 1.94 

53.12 48.35 50.55 Revenues per sh A 

4;; 1 ::: 1 5.10 ~ “Cash Flow” per sh 
2.40 Earnings per sh A E A:; I 1.36 1 1.38 1 Div’dsDecl’d per sh CI 

6.45 6.75 Cap’l Spending per sh 
24.16 26.10 27.50 BookValue persh 
90.16 91.00 92.00 Common Shs Outst’o 

13.2 I Bold f i & ~  I Avg Ann’l PIE Ratio 

4.5% 4.7% 4.2% & 4789.7 4400 4650 Revenues ($mill) A 

201.2 210 220 Net Profd ($mill) 
38.5% 38.5% 38.5% Income Tax Rate 
4.2% 4.8% 4.7% Net Profit Margin 

45.4% 45.0% 45.0% Long-Tern Debt Ratio 
54.6% 55.0% 55.0% Common Equity Ratio 
3987.9 4315 4600 Total Capital ($mill) 
4793.1 5100 5400 Net Plant ($mill) 

6.9% 6.0% 6.0% Return on Total Cap’l 
9.2% 9.0% 8.5% Return on Shr. Equity 
9.2% 9.0% 8.5% Return on Com Equity 
3.5% 3.5% 3.5% Retained to Com Eq 
62% 59% 58% All Div’ds to Net Prof 

3374.4 1 3629.2 I 3836.8 

. .  
as of 4/29/11 
MARKET CAP: $3.0 billion (Mid Cap) 
CURRENT POSITION 2009 2010 3/31/11 

Cash Assets 111.2 132.0 153.2 
717.7 743.2 830.9 Other 

Current Assets 828.9 875.2 984.1 
Accts Payable 207.4 266.2 423.7 
Debt Due 72.7 486.2 352.4 

457.3 413.7 301.9 Other 
Current Liab. 737.4 1166.1 1078.0 
Fix.Chg. Cov. 416% 440% 435% 
ANNUAL RATES Past Past Est’d ’08-’10 

($MILL.) 

--- 

--- 

73% 1 63% I 65% - - 
SS: Atmos Enerav Comoration is enaaaed Drimaril in the 32%, commercial; 6%, industrial; and 3% other. 2010 depredation 

omers rate 3.3%. Has around 4.915 emolovees. Officers and directors distribution and sale of natural bas to over 6 r 6  milion CL 
via six regulated natural gas utility operations: Louisiana Division, 
West Texas Division, Mid-Tex Division, Mississippi Division, 
Colorado-Kansas Division, and KentuckylMid-States Division. Com- 
bined 2010 gas volumes: 323 MMcf. Breakdown: 59%, residential; 

Coming off a disappointing first 
quarter, Atmos Energy’s share net 
jumped almost 20% in the March in- 
terim. (Fiscal 2011 ends on September 
30th.) The natural gas distribution seg- 
ment was aided by higher rates in such 
states as Texas, Louisiana, and Kentucky. 
But results here were constrained a bit by 
an 11% decline in throughput, reflecting 
warmer temperatures. Meanwhile, the 
regulated transmission and storage unit 
benefited from lower operating expenses 
and revenues from filings under the Texas 
Gas Reliability Infrastructure Program. 
Diminished per-unit transportation mar- 
gins were somewhat of an  offset here. 
For the full fiscal year, the bottom 
line stands to advance about 6%, to 
$2.30 a share. That’s based partly on our 
assumption that the natural gas utility 
and regulated transmission and storage 
unit continue to perform nicely. Next year, 
share earnings may increase at a similar 
rate, to $2.40, as we look for a further ex- 
pansion of operating margins. 
The company intends to sell its non- 
core natural gas distribution assets in 
Missouri, Iowa, and Illinois to an af- 

own 1.4% of common stock (12/lO’Pr&y). President and Chief Ex- 
ecutive Officer: Kim R. Cocklin. Inc.: Texas. Address: Three Lincoln 
Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240. Tele- 
phone: 972-934-9227. Internet: w.atmosenergy.com. 

filiate of Algonquin Power & Utilities 
Corp. The estimated $124 million in pro- 
ceeds would be used to support growth in- 
itiatives in such key states as Texas and 
Louisiana. Pending regulatory approvals, 
the transaction is expected to close in fis- 
cal 2012. 
We expect unspectacular results for 
the company over the 2014-2016 peri- 
od. The utility is one of the country’s big- 
gest natural gas-only distributors. Also, 
the unregulated units, especially pipelines, 
possess healthy overall growth prospects. 
Lastly, management may resume its suc- 
cessful strategy of purchasing less efficient 
utilities and shoring up their profitability 
via expense-reduction initiatives, rate 
relief, and aggressive marketing efforts. 
But excluding future acquisitions, due to 
many uncertainties, annual share-net 
growth may be in the mid-single-digit 
range over the 3- to 5-year horizon. 
The good-quality equity’s dividend 
yield is a bit higher than the average 
gas utility stock tracked by Value 
Line. Further increases in the payout, 
though modest, seem likely. 
Frederick L. Harris, 111 June 10, 2011 

egs. rpt. due early Aug. (C) Dividends histori- I (0) millions. I 
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FECC;T 37.61 (ETIo 1 5.4(Tailing: 15.4' LACLEDE GROUP NYSE-LG Median: 14.0, 
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34.3 
26.9 

__ 
37.8 
30.8 

- 
46 3 
29.3 

2009 
85 49 
4 56 
2 92 
153 
2 36 

23 32 
22 17 
134 

89 
3 9% 

1895 2 
643 

33 6% 
3 4% 

42 9% 
57 1% 
906 3 
855 9 
8 7% 

12 4% 
12 4% 
5 9% 
53% 

~ 

- 
- 

- 

- 

- 

~ 

~ 

- 

llYELlNESS 3 Raised 11/19/10 

SAFETY 2 Raised6120103 

rECHNlCAL 3 Raised4/1/1l 

40.0 
36.3 

- 
- 
- 

r - 
- 
- 

'E 2011 

71.10 
4.20 
2.45 
1.61 
2.70 

26.00 
22.50 

Bold fig 
Vab  
estir 

- 

- 
- 

Target Pr ice Range 

128 
96 
80 
64 
48 
40 
32 ' i' 4-16 86.55 

5.20 
3.05 
1.80 
3.15 

31.15 
26.00 
15.5 
1.05 

3.8% 
2250 
80.0 

36.5% 
3.5% 

40.0% 
60.0% 

1350 
1300 
7.0% 

10.0% 
10.0% 
4.0% 
58% 

- 

- 
- 

- 

- 

- 

- 
- 

__ 

i" %TOT. RETURN 5/11 I ........ 

2005 
75.43 
2.98 
1.90 
1.37 
2.84 

17.31 
21.17 
16.2 
.86 

4.4% 

1597.0 
40.1 

34.1% 
2.5% 

48.1% 
51.8% 
707.9 
679.5 
7.6% 

10.9% 
10.9% 
3.1% 
72% 

- 

- 
- 

- 

- 

- 

- 

~ 

- 

THIS YLARITH 
STOCK INMX 

1 yr. 19.0 28.8 

3yr. 5vr. 39.0 7.0 38.8 53.2 
toSd 53 62 58 Ga&d 2.5 
Hld's(0W) 10165 10026 10275 
1995 1 1996 1 1997 1 1998 I 1999 I200 201 0 

77.83 
4.11 
2.43 
1.57 

2.56 
24.02 
22.29 

13.7 
37 

4.7% 

1735.0 
54.0 

33.4% 
3.1% 

40.5% 
59.5% 
899.9 
884.1 
7.4% 

10.1% 
10.1% 
3.6% 
64 % 

- 

- 
- 

- 
- 
- 
- 

- 

- 

24.79 31.03 34.33 31.04 26.04 
2.55 1 3.29 1 3.32 1 !:: 1 2.56 
1.27 1.87 1.84 1.47 

29.99 53.08 39.84 
2.68 3.00 2.56 
1.37 I 1.61 1 1.18 

1.24 1.26 1.30 1.32 1.34 1.34 1.34 1.34 
2.63 2.35 2.44 2.68 2.58 2.77 2.51 2.80 

13.05 13.72 14.26 14.57 14.96 14.99 15.26 15.07 
17.42 17.56 17.56 17.63 18.88 18.88 18.88 18.96 
15.5 11.9 12.5 15.5 15.8 14.9 14.5 20.0 
1.04 .75 .72 .81 .90 .97 .74 1.09 

6.3% 5.6% 5.6% 5.4% 5.8% 6.6% 5.7% 5.7% 

SAPITAL STRUCTURE as of 3/31/11 1002.1 755.2 
rota1 Debt $364.3 mill. Due in 5 Yrs $155.0 mill. 30.5 22.4 
-1 Debt $364.3 mill. LT Interest $20.0 mill. 32,7% 35,4% 

3.0% 3.0% 
Total interest coverage: 4 .0~)  

49.5% 47.5% 
-eases, Uncapitalized Annual rentals $.9 mill. 50.2% 52.3% 
aension Assets-9/10 $240.9 mill. 574.1 546.6 

602.5 594,4 
6.9% 6.0% 

afd Stock None 
:ommon Stock 22,408,718 shs. 

Oblig. $398.4 mill. 

1s of 4/28/11 10.5% 7.8% 

Relative PIE Ratio 
Ava Ann'l Div'd Yield 

1600 
55.0 

35.5% 
3.4% 

40.0% 
60.0% 

975 
915 

7.0% 
9.5% 
9.5% 
3.0% 
66% 

- 

- 

- 

- 
9.5% Return on Shr. Equity 
9.5% Return on Com Equi . 3.5% Retained to Com Ea MARKET CAP: $850 million (Small Cap) 1.8% NMF 

CURRENT POSITION 2009 2010 3/31/11 83% 113% 59% 1 63% I 56% 65% All Div'ds to Net Prof 

ustrial. 24%: transoortation. 2: 
(SMILL.) 

;ash Assets 

St. Louis C o h v .  and Darts of 10 other counties. Droximatelv 8% of'common &ares f1HI Droxv). Chairman. Chief 

- 
38%: comrnerci j a hoit ig company for Laclede 

n eastern Missouri. includina the 
and ii other. ede Group, Inc. 

lutes natural aa i%. 'Has around 1.700 emolovees. Officers and directors own aD- 

4ccts Payable 
3ebt Due 
Dther 

Has roughly 630,000 customeri. Purckased SMLP Utility Re- 
sources, 1/02; divested, 3/08. Therms sold and transported in fiscal 
2010: .97 mill. Revenue mix for regulated operations: residential. 

Laclede Group's utility unit, Laclede 
Gas, enjoyed a decent rise in profits 
during the first half of fiscal 2011 
(ends September 30th), versus the 
year-ago figure. That was brought about, 
in part, by a rate hike that went into effect 
on September 1, 2010. Furthermore. oper- 

Executive Officer, and President: Douglas H. Yaeger. incorporated: 
Missouri. Address: 720 Olive Street. St. Louis, Missouri 63101. Tel- 
ephone: 314-342-0500. Internet: www.thelacledegroup.com. 

Prospects over the 2014-2016 time 
frame are not exciting. Annual growth 
in the customer base for the natural gas 
distributor will probably remain sluggish. 
(In fact, the number of customers in fiscal 
2010 was only around 1.000 more than in 
fiscal 2000.) Laclede Energy Resources 
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ating costs were lower, reflecting effective seems to have promising potential, but it 

tal profits, on a historical basis. As a re- 
of Laclede Ener- sult. consolidated annual share-earnings 

and expense- has contributed just a small portion to to- 

2009 6743 659.1 309.9 251.9 
2010 149112 635.3 324.5 284.0 

1895,2 advances may only be in the mid-sing&?- 
1735.0 z e d ,  margins were lower, due to narrower digit range over the 3- to 5-year horizon. A 
i!!! regional price differentials (given a less- significant acquisition could brighten than-optimal economic environment). Un- things, but management appears to be 
Fiscal fortunately, it  seems that difficult busi- satisfied with the way things are at this 

Year ness conditions will continue a while juncture. 
The good-quality equity's dividend ;:: longer. 

2,43 In all, share net may only be about yield compares favorably to the aver- 
2,45 flat for the full fiscal year, as continued age of all natural gas utility stocks 
- 2.55 strength of Laclede Gas is offset by further covered by Value Line. The payout weakness in Laclede Resources. But the should continue to  be well covered by the 

Full bottom line stands to perk up some in fis- company's earnings. But future hikes will 
cal 2012, perhaps to $2.55 a share, assum- probably be moderate, given Laclede Gas' 

1.46 ing further expansion of operating mar- unexciting long-term prospects. Mean- 

::$ gins. (We expect the recent storms in Mis- while, these shares' Timeliness rank 
souri to have minimal impact on the com- stands at 3 (Average). 

Frederick L. Harris, III June 10, 2011 pany's results.) 

ResoLrces was disappointing. In- 

I Company's Financial Strength Et+ I ations: '08. 946. Next earninas m o r t  due late I charaes. In ' I O :  $487.1 mill., $21.85/sh. 

_ _  - - . - - . 
2009 1.42 1.40 :Si iii 
2010 I 1.03 1.26 .21 d.07 
2011 1.05 1.25 .23 d.08 

~ ~~ ~~ ~~ 4 Based 6n average shares outstanding thru. I July. (C) Dividends historicaiy paid in eady 
Januarv. ADnl, Julv. and October. Dividend I (F) Qtlv. eqs. may not sum due to rounding or I Price Growth Persistence 

(E) 16 millions. Stock's Price Stability 100 
37. then diluted. Excludes nonrecurrina loss: 55 
16; 74. Excludes gain from discontinu6d oper- 1 reinveshent planavailable. (0) Incl. deferred 1 change in iharesoutstanding. 

Q 2011 Value Line Publishin LLC All ri Ms reserved Factual material is abtained horn sources believed to be rdiable and is provided wlthoul warranties of any kind. 
THE PUBLISHER IS NOT R&PONSIBLE!OR ANY ERRORS OR OMISSIONS HEREIN. This ublicah is strictly for subscribers own. noncammerual.,internal,u~. NO part 
of B may be reproduced, resdd. stored or tranrmmed in any printed. elecUonlc or oVler form. M use8bI  gfflsasng M marketing any poled 01 eiecvonlc publicauon. SerYlce M poduct. 

http://www.thelacledegroup.com


J A S O N D J F M  

Options 0 1 0 0 0 0 0 0 0 
IoSell 0 0 0 0 0 0 0 3 0 
Institutional Decls lons 

l 0 B y  0 0 0 0 0 0 0 0 OIL%&* 

1.42 1.48 1.63 1.74 1.86 1.9! 
.99 1 1.04 I 1.11 I 1.21 .86 1 .92 1 

.68 I .69 I .71 I .73 I .75 I .7l 
1.181 1.191 1.151 1.071 1.211 1.2: 

40.03 40.69 40.23 40.07 39.92 39.5s 

6.7% I 5.6% I 5.3% I 4.6% I 4.5% 4.4% 
CAPITAL STRUCTURE as of 3/31/11 
Total Debt$589.8 mill. Due i n  5 Yrs $544.5 mill. 
LT Debt $430.0 mill. 
Ind. $14.6 mill. capitalized leases. 
[LT interest earned: 7.5~; total interest coverage: 
7.5x) 
Pension Assets-9/10 $150.5 mill. 

Pfd Stock None 

Common Stock 41,370,942 shs. 
as of 5/2/11 
MARKET CAP $1.9 billion (Mid Cap) 
CURRENT POSITION 2009 2010 3/31/11 

Cash Assets 36.2 .9 76.4 
648.0 784.1 633.2 Other 

Current Assets 684.2 785.0 709.6 

LT Interest $11.7 mill, 

Obllg. $244.5 mill. 

(WILL.) 

--- 

4ccts Payable 44.4 47.3 44.6 
Debt Due 149.9 178.9 159.8 

361.9 479.6 380.8 %her 
Current Liab. 556.2 705.8 585.2 
Fix. Chg. Cov. 711% 700% 700% 
RNNUAL RATES Past Past Est'd '08-'10 
>fchange(persh) 1OYrs. 5Yn. to'l4J16 

Cash Flow" 6.0% 6.0% 4.0% 

--- 

Revenues 12.0% 1.5% 2.0% 

Earnings 8.5% 8.5% 4.0% 

Book Value 8.5% 10.0% 6.0% 
Dividends 5.0% 7.5% 4.5% 

PUARTERLY REVENUES ($ mil.) A Full 
Ends Dec.31 Mac31 Jun.30 ~ep.30 Fa: 
2008 811.1 1178 1000 827.1 3816.2 
2009 801.3 937.5 441.1 412.6 2592.5 
2010 609.6 918.4 479.8 631.5 2639.3 
2011 713.2 977.0 510 674.8 2875 
2012 735 1000 530 695 2960 
Fiscal EARNINGS PER SHARE A 6 Full 
& Dec.31 Mar.31 Jun.30 Sep.30 wl 
2008 1.31 1.86 d.10 d.39 2.70 
2009 .77 1.71 .03 d.12 2.40 
2010 66 1.55 2 8  d.03 2.46 
2011 .71 1.62 .30 .02 2.65 
2012 .75 1.67 .35 .08 2.85 

2009 

I 2011 I .36 .36 

aminas m o r t  due late Julv. ID) 

' 

2.12 1 2.14 1 2.38 I 2.50 1 2.62 

.73 
4.2% I 3.9% I 3.7% I 3.3% 1 3.1% 

2048.4 I 1830.8 I 2544.4 1 2533.6 1 3148.3 

14.9% I 15.7% I 15.6% I 15.3% I 17.0% 
6.1% I 6.9% I 7.7% I 7.8% I 8.5% 

...I .... 

2006 
79.63 
2.73 
1.87 
.96 

1.28 
15.00 
41 .44 

16.1 
.87 

3.2% 

3299.6 
78.5 

38.9% 
2.4% 

34.8% 
65.2% 
954.0 
934.9 
9.6% 

12.6% 

- 

- 
- 

- 

- 

- 

- 

~ 

12.6% 
6.3% 

~ 

50% 59% I 56% I 51% I 49% I 50% 
BUSINESS: New Jersev Resources Corn. is a t 

,w 30.3 24.6 30.0 33.5 

72.62 90.74 62.34 
2.44 3.62 3.16 
1.55 ! 2.70 1 2.40 

63.81 
3.28 
2.46 

15.50 17.28 16.59 17.53 
41.61 42.06 41.59 41.36 

1.01 I 1.11 1 1.36 
1.46 1.72 2.09 

15.50 17.28 16.59 17.53 
41.61 42.06 41.59 41.36 

3.0% I 3.3% I 3.5% I 3.7% 

3021.8 13816.2 I 2592.5 I 2639.3 

10.1% 115.7% I 14.6% I 14.1% 
10.1% 115.7% I14 .6X I  14.1% 
3.6% 9.5% 7.2% 6.8% 
64% 1 40% I 50% I 52% 

dina comanv commercial and 
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2.00 Cap'l Spending per sh 
18.75 I 19.45 IBookValuepershD 
41.00 i 40.00 I Common Shs Outst'a E 

Boldflgvms am Avg Ann'l PIE Ratio 

Avg Ann'l Div'd Yield estimates 
Une Relative PIE Ratio 

2875 2960 Revenues ($mill) A 

110 115 Net Profit ($mill) 
35.0% 35.0% Income Tax Rate 
4.0% 4.0% Net Profit Margin 

37.0% 39.0% Long-Term Debt Ratio 
63.0% 61.0% Common Equity Ratio 

1220 1275 Total Capital ($mill) 
1160 1180 Net Plant ($mill) 

10.0% 10.0% Return on Total Cap'l 
14.5% 15.0% Return on Shr. Equity 
14.5% 15.0% Return on Com Equity 
6.5% 7.0% Retained to Com Eq 
54% 51% All Div'ds to Net Prof 

ectric utility, 56% incentive programs). h 
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Natu- 
providing retaillwholesal; energy svcs. to customers in i e w  Jeke);, ral Energy subsidiary provides unregulated retaiilwholesale natural 
and in states from the Gulf Coast to New England, and Canada. gas and related energy svcs. 2010 dep. rate: 2.2%. Has 887 empls. 
New Jersey Natural Gas had about 490,310 customers at 9130110 Off./dir. own about 1.5% of common (12110 Proxy). Chrmn., CEO 8, 
in Monmouth and Ocean Counties, and other N.J. Counties. Fiscal Pres. : Laurence M. Downes. Inc.: NJ Addr.: 1415 Wyckoff Road, 
2010 volume: 150 bill. cu. ff. (5% interruptible, 39% residential and Wall, NJ 07719. Tel.: 732-9381480. Web: www.njresources.com. 

New Jersey Resources is on pace to 
log solid top- and bottom-line gains 
this year. This ought to be supported by 
customer growth at the New Jersey Natu- 
ral Gas (NJNG) unit. Thus far in 2011, 
NJNG has added 3,070 new customers, as 
natural gas continues to maintain its price 
advantage over other home heating fuels 
in NJNGs service territory. Further con- 
tributions will likely stem from the Mid- 
stream Asset division, which focuses on 
storage and pipelines. 
Meanwhile, the NJR Clean Energy 
Ventures division is benefiting from 
solar project startups. That unit has al- 
ready placed two rooftop applications into 
service, that generate about two mega- 
watts of power. It also has two similar 
projects planned for completion this sum- 
mer. And another 3.6 megawatt ground- 
mounted facility is slated to be in service 
this fall. Aside from generating green 
power, these facilities qualify for invest- 
ment tax credits, which should lower 
NJRs effective tax rate down the road. 
Accelerated infrastructure projects 
(AIP) augur well for longer-term pros- 
Dects. AIP-uhase I is comurised of 14 

projects, of which seven have been com- 
pleted. The remainder are expected to  be 
done by the end of summer. Additionally, 
AIP-phase I1 was recently approved, and 
contains another nine projects to help 
ensure the safety, integrity, and reliability 
of NJRs system. These investments are 
expected to add over $60 million to the 
company's asset base, which could lead to  
a rate case filing down the road. 
The balance sheet is improving. The 
company's cash reserved skyrocketed to 
more than $75 million since the beginning 
of the year. At  the same time, the debt 
load has remained relatively constant. 
These shares may appeal to income- 
seeking, conservative investors, 
thanks to an above-average dividend yield, 
Highest Safety rank, top mark for Price 
Stability, and good Financial Strength. 
Meanwhile, since our March review, the 
equity has advanced about 10% in price. 
This move places NJRs quotation inside 
our Target Price Range, which may limit 
capital appreciation potential. Also, the 
stock is ranked to lag the broader market 
averages in the coming year. 
Brvan J. Fong June 10. 2011 - 

vidends historically paid in early January, million, $10.99/share. Company's Financial Strength A 
Julv. and October. 1 Dividend reinvest- IEI In millions. adiusted for solits. Stock's Price Stabilitv 100 . .  

60 1 Price Growth Persist,ke 
Earninas Predidabilitv 50 

dak available. 
:ludes reaulatow assets in 2010: $454.6 - .  I . .  
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'ension Assets-12/10 $219 mill 

'fd Stock None 

:ominon Stock 26,672,612 shares 

supply over a 30-year period. Also, the 
Palomar project is on its way to being 
resolved. In March, the initial application 

which had distorted utility earnings, in- the eastern section for greater efficiency. 
creasing them in good years and lowering Northwest has decided to  remain on board 
them in bad ones. Since Northwest with the new project, and plans to begin 
benefited from the bill in 2010, it  had to negotiations with potential shippers by the 

and without major hindrances, it would 

case in Oregon, its first such case since bottom line by mid-decade. 
2003. Management plans for this to  be its There are better options in the indus- 
primary focus this year and into 2012. In a try. This untimely stock has below aver- 
best-case scenario, this whould provide a age long-term appreciation potential. That 
considerable boost to the bottom line over said, the dividend yield is slightly above 
the 2014-2016 period. Also. . . the industry average. 
There are several maior prospects on Sahana Zutshi June 10, 2011 

port due late July. I (C) In millions. I 
Q 2011, Value Line Publishin LLC All ri hts reserved. Factual material is abtained from wurces believed to be reliable and is provided without warranties of any kind. 
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RECENT PIEDMONT NAT'L, GAS N Y s E - P ~  ~PNCE 31.47 19,5("i"": 
Median: 

- 
20.3' 
17.0, 

rECHNlCAL ! E I E S S z f ; : F ? ?  3 R 
E T A  65 (1 W =  Market) 2-IW-1 spln 

divlded I !?I! I :?F 

- 
2014-16 PROJECTION haded yes areas IIW 

Ann'l Total 

4h-m- 
J A S O N 0  J F M  .-lllm 

1.72 I 1.64 I 1.52 I 1.48 I 1.58 I 1.65 
6.16 6.53 6.95 7.45 7.86 8.26 

59.10 60.39 61.48 62.59 63.K 
13.8 13.9 13.6 16.3 17.7 14.2 

--__-- 

.92 .87 .78 .85 1.01 .9? 
5.4% 4.9% 4.8% 4.0% 4.1% 5.0% 

:APITAL STRUCTURE as of 3/31/11 
rota1 Debt $1047.4 mill.Due in 5 Yrs $160.0 mill. 
.T Debt $671.9 mill. 
'LT interest earned: 4 .1~;  total interest wverage: 

LT Interest $50.2 mill. 

3.5x) 

'enslon Assets-lO/lO $228.3 mill. 
Oblig. $211.0 mill. 

r fd Stock None 

:ommon Stock 71,783,740 shs. 
IS of 3/1/11 
HARKET CAP: $2.3 billion (Mid Cap) 
ZURRENT POSITION 2009 2010 3/31/11 

:ash Assets 7.6 5.6 20.1 
505.6 322.2 490.3 3ther 

,urrent Assets 513.2 327.8 510.4 

($MILL.) 

--- 
4ccts Payable 115.4 115.7 179.6 
3ebt Due 366.0 302.0 375.5 

118.8 80.9 98.8 Xher 
zurrent Liab. 600.2 498.6 653.9 

--- 
-ix. Chg. Cov. 316% 323% 325% 
WNUAL RATES Past Past Est'd '08-'IO 
)fchange(persh) 1OYrs. 5Yrs. to'14-'16 
!evenues 7.0% 3.5% 1.5% 
Cash Flow" 5.5% 5.0% 3.0% 

Earnings 5.0% 5.0% 3.0% 
Dividends 4.5% 4.5% 3.5% 
300k Value 5.0% 3.5% 3.0% 
Fiscal QUARTERLY REVENUES (I mill.)A Full zii; Jan.31 Apr.30 Ju1.31 013.31 E 
2008 788.5 634.2 354.7 311.7 2089.1 
2009 779.6 455.4 180.3 222.8 1638.1 
2010 673.7 472.9 211.6 194.1 1552.3 
2011 652.1 487.9 220 205 7565 
2012 665 505 235 220 1625 
Fiscal W I N G S  PER SHARE A B  Full 
2,;; Jan.31 Apr.30 Ju1.31 Oct.31 E 
2008 1.12 .66 d.10 d.18 1.4E 
2009 1.10 .73 d.10 d.06 1.67 
2010 1.14 6 5  d.13 d.13 1.55 
2011 1.16 .66 d.70 d.12 7.60 
2012 1.77 -69 d.06 d.10 1.70 

Gal- QUARTERLY DIVIDENDS PAID C. ~ ~ 1 1  
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 .24 2 5  2 5  2 5  .9E 
2008 2 5  2 6  .26 .26 1.0: 
2009 .26 2 7  2 7  .27 1.07 
2010 2 7  2 8  .28 .28 1.11 
2011 28 29 
4 Fiscal year ends October 31st. Au 
31 Diluted earnings. Exd. extraordinary item: ch; 
IO, 8$. Excl. nonrecurring gains (losses): '97, (C] 
29); '10,416. Next earnings report due early Ap 

17.06 12.57 18.14 19.95 
1.81 1.81 2.04 2.31 

1.01 1! :::! ':::! 
8.63 9.36 11.15 

64.93 66.18 67.31 76.67 
16.7 18.4 16.7 
.86 I 1.01 I .95 I .88 

1107.9 832.0 1220.8 1529.7 

4.5% 4.6% 4.4% 4.1% 

65.5 1 62.2 1 74.4 1 95.2 
34.6% 33.1% 34.8% 35.1% 
5.9% 7.5% 6.1% 6.2% 

47.6% 43.9% 42.2% 43.6% 

BUSINESS: Piedmont Natural t 

25.8 28.4 28.0 35.3 
21.3 1 23.2 I 22.0 1 21.7 

11.53 11.83 11.99 12.11 
76.70 74.61 73.23 73.26 

1.10 
3.8% 3.9% 3.8% 3.8% 

1761.1 1924.6 1711.3 2089.1 
101.3 97.2 104.4 110.0 

33.7% 34.2% 33.0% 36.3% 
5.8% I 5.0% 1 6.1% I 5.3% 

41.4% 48.3% 48.4% 47.2% 

5 Company is primarily a regu- 
lated natural gas distributor, serving over 960,801 customers in 
North Carolina, South Carolina, and Tennessee. 2010 revenue mix: 
residential (48%), commercial (28%), industrial (7%), other (17%). 
Principal suppliers: Transco and Tennessee Pipeline. Gas costs: 
64.4% of revenues. '10 deprec. rate: 3.2%. Estimated plant age: 

Piedmont Natural Gas is off to a 
decent start this year. We look for reve- 
nues to advance in the low single-digit 
range during 2011. This ought to reflect 
weaker natural gas pricing and customer 
conservation. However, PNY has been 
working to offset these trends by gaining 
new customers. In fact, it  grew its core 
business by about 2,850 additional ac- 
counts during the first quarter. Mean- 
while. the unside of lower natural eas mic- 1 -  " 1  

ing is a decrease in carrying costs for 
storage purchases, which has been helping 
to widen margins. One other drag on prof- 
its is the decreased ownership interest in 
Southstar Energy Holdings. That divesti- 
ture took placeduring the first quarter of 
2010, so it wasn't a huge contributing fac- 
tor. Nonetheless, it bpost the bqttom .. . . .  . . . .- line a D i t  last year. AII roia, we IninK me 
compan will log a decent earnings ad- 
vance orabout 3% this year. 
Meantime, the overall financial posi- 
tion is in good shape. Cash reserves ad- 
vanced more than threefold, to $20 mil- 
lion, during the January period. -Mean- 
while, the long-term debt load has 
remained relatively flat. In January, the 

RELATIVE 

20.7 

22.36 21.48 21.90 
3.01 1 ::3: 1 i:: 
1.67 
1.07 1.11 1.15 
1.76 2.75 4.40 

1.03 I 1.08 1 " a h  

4.1% 4.2% 

13.2% I 11.6% I 12.0% 

9.3 years. Non-regulate< 

Target Pr ice R a n G  I I 2014 12015 12016 

60 
50 
40 
30 
25 
20 
15 

__I %TO;. RETURN ' 5/11 17.5 
THIS YLARITH.' 

STOCK INDEX 
1 yr. 27.5 28.8 
3 yr. 29.7 38.8 
5vr. 55.6 53.2 

22.90 Revenues per sh A 

3.15 "Cash Flow" per sh 
1.70 Earnings pershAE 

2.80 Cap'l Spending per sh 

26.10 

c; 1Relative PIE Ratio 1 ,1; 
Avg Ann'l Div'd Yield 3.7% 

30.0% Income Tax Rate 30.0% 

1625 Revenues ($mill) A 

120 Net Profit ($mill) 

7.3% 

)perations: sale of gas-powered heating 
equipment; natural gas brokering; propane sales. Has about 1,788 
employees. Off./dir. own about 1.5% of common stock, State 
Street; 6.4% (1Hl proxy). Chrmn., CEO, & Pres.: Thomas E. 
Skains. inc.: NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC 
2821 0. Telephone: 704-364-3120. Internet: www.piedmontng.com. 

board completed its buyback agreement 
that resulted in the repurchase of 800,000 
shares of stock. We look for this trend to 
continue and think further buybacks will 
bolster share net down the road. What's 
more, a recent 3.6% increase in the 
quarterly dividend adds to PNY's appeal. 
Capital projects augur well for pros- 
pects. Multiple gas-fired power generation 
sites are being constructed to  provide 
power to Progress Ener and Duke Ener- 
gy in North Carolina. g o s e  facilities are 
progressing well and on schedule. 
Earnings advances may begin to pick 
up momentum next year. This ought to  
stem from customer growth and a pickup 
in both residential conversions and com- 
mercial additions. This may be an early 
sign of improvements at the residential 
new construction market, which has per- 
formed poorly for some time. 
These shares may appeal to income- 
oriented investors, thanks to  an attrac- 
tive dividend yield. Meantime, conserva- 
tive accounts can take comfort in the 
Above-Average Safety rank and top mark 
for Price Stability. 
Bryan J. Fong June IO, 2011 

3uarters may not add to total due to B t +  

vidends historicallv Daid mid-Januarv. million, Pldlshare. Price Growth Persistence 60 

D Div'd reinvest. plan available; 5% discount. Company's Financial Strength 
le in shares outstanding. (D) Includes deferred charges. In 2010: $14.8 Stock's Price Stability 100 

July, October. ' ' 
. I (E) in millions, adjusted for stock split. 
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SOUTHWEST GAS N Y S E - ~ ~  

65.3 116.1 108.4 
?her 352.3 329.8 281.9 
A m n t  Assets 417.6 445.9 390.3 
kcts Payable 158.9 165.5 114.5 

)ebt !ther Due 3,::i 3Lg:: 36$; 
474,2 597,0 477,7 .urrentLiab. - - - 

:ix.Chg.Cov. 251% 299% 314% 
MNUALRATES Past Past Est'd'08-'10 
f change (persh) 1OYrs. 5Yrs. to'lC'16 
levenues 35::; i::; i;ig 
:arnings 3.5% 6.0% 8.0% 
lividends 1.0% 2.0% 4.5% 

4.5x 5.5% 3ook Value 

Cai- QUARTERLY REVENUES($mill.) FUII 
!ndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2008 813.6 447.3 374.4 509.4 2144.7 
2009 689.9 387.6 317.5 498.8 1893.8 
2010 668.8 385.8 307.7 468.1 1830.4 
2011 628.4 365 300 466.6 1760 
2012 650 375 370 490 1825 
Cai- EARNINGS PER SHARE" ~ u l i  
!ndar Mar31 JUn.30 SeP.30 DeC.31 Year 
2008 1.14 d.06 d.38 .71 1.39 
2009 1,12 d.O1 d.18 1.01 1.94 
2010 1.42 13.02 d.11 .98 2.27 
20H Nil d.f2 .99 2.35 
2012 d.'o '*'O ' 5 O  
Cai- QUARTERLY DIVIDENDS PAID B. Full 
rndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2007 ,205 ,215 ,215 ,215 .85 
2008 215 ,225 ,225 ,225 .89 
2009 ,225 238 ,238 ,238 .94 
2010 ,238 ,250 ,250 ,250 3 9  
2011 ,250 ,265 

;a$Kk-;ets 

3Q2010 492010 lQZOII 

BUSINESS: Si 
tributor sewing approximately 1.8 million custome 
Arizona, Nevada, and California. Comprised of two business seg- 
ments: natural gas operations and construction sewices. 2010 mar- 
gin mix: residential and small commercial, 86%; large commercial 
and industrial, 4%; transportation, 10%. Total Wroughput: 2.2 billion 

Shares of Southwest Gas have traded 
in a holdin pattern over the past 
three montks, following a healthy 
rebound over the past couple of years. The 
company posted lower revenues but higher 
share earnings for the March period. 
Mixed performance will likely contin- 
ue in the coming quarters. The natural 
gas utility operations will likely continue 
to experience softness in demand, though 
this should be partly offset by rate relief in 
California and modest customer growth. 
Elsewhere, the construction services sub- 
sidiary ought to further benefit from an in- 
crease in maintenance and replacement 
work. Overall, lower revenues will likely 
be offset by a decline in the cost of gas 
sold, and we expect a moderate share-net 
improvement for full-year 2011. Earnings 
should continue to advance in 2012, as- 
suming utility demand picks up. 
Efforts to procure rate relief ought to 
further benefit performance. South- 
west has filed a general rate case in Ari- 
zona, requesting an increase in revenues 
of $73.2 million (roughly 9.3%). The com- 
pany is also seeking a decoupled rate 
structure and several programs promoting 

. . ~  . ~ .  

2.65 I 3.00 I 3.85 1 4.48 I 4.45 I 4.57 I 4.79 

J Based on avg. shares outstand. thru. '96, 
en diluted. Exci. nonrec. aains (losses): '97. 

. I O  .25 .77 1.65 1.27 1.21 1.15 

.82 .82 .82 .82 .82 .82 .82 
6.79 8.19 6.19 6.40 7.41 7.04 8.17 

14.55 14.20 14.09 15.67 16.31 16.82 17.27 
24.47 26.73 27.39 30.41 30.99 31.71 32.49 
NMF NMF 24.1 13.2 21.1 16.0 19.0 
NMF NMF 1.39 .69 1.20 1.04 .97 

due to rounding. Next egs. report due early Au- avail. (C) in millions. Company's Financial Strength B 
aust. IBI Dividends histoncallv Daid eadv Stock's Price Stabilitv 100 

5.4% 4.7%1 4.4%1 3.8%1 3.1%( 4.2%1 3.8% 

I 1396.7 ZAPITAL STRUCTURE as of 3/31/11 
rota1 Debt $1 122.7 mill. Due in 5 Yrs $275.0 mill. 
.l Debt $1 122.7 mill. 
Total interest coverage: 3 . 2 ~ )  (48% of Cap'l) 
eases, Uncapitalized Annual rentals $5.0 mill. 
'ension Assets-12/10 $505.6 mill. 

'fd Stock None 

LT Interest $72.0 mill. 

Oblig. $708.9 mill. 

:ommon Stock 45,848,692 shs. 
IS of 4/29/11 6.0% 

6.6% 
1.9% 

XJRRENT POSITION 2009 2010 3/31/11 71% 
1SHILL.I - 

lARKET CAP: $1.8 billion (Mid Cap) 

EF 

- 
& 
2002 

39.68 
5.07 
1.16 
32  

8.50 
17.91 
33.29 
19.9 
1.09 

3.6% 

1320.9 
38.6 

32.8% 
2.9% 

62.5% 
34.1% 
1748.3 
1979.5 

4.3% 
5.9% 
6.5% 
1.9% 
70% 

- 

~ 

- 
~ 

- 

- 

- 

~ 

- 

- 

RATIO Median: 18.0, 

21.5 23.5 26.C 

5.11 5 57 5.20 5.97 
1.13 I 1:66 I 1.25 I 1.98 

.82 I .82 I 7F I .8; 7.03 8.23 49 8.2 
18.42 I 19.18 I 19.10 I 21.58 

1.091 ,761 1.10/ .86 
3.8% 3.5% 3.2% 2.6% 

1231.0 1477.1 1714.3 2024.7 

30.5% 34.8% 29.7% 37.3% 
3.1% 4.0% 2.8% 4.0% 

66.0% 64.2% 63.8% 60.6% 
34.0% I 35.8% I 36.2% 1 39.4% 
1851.6 1968.6 2076.0 2287.8 
2175.7 2336.0 2489.1 2668.1 
- T % + G & k  

lhwest Gas Coworation is a re 

~ 

39.9 
26.5 

- 

_.. 

2007 
50.28 
6.21 
1.95 
.86 

7.96 
22.98 
42.81 
17.3 
.92 

2152.1 
83.2 

36.5% 
3.9% 

58.1% 
41.9% 
2349.7 

~ 2845.3 
5.5% 
8.5% 
8.5% 
4.8% 
44% 

lated : 
in set 

~ 

- 

2.6% - 

- 

- 

- 

- 

- 
33 3 
21 1 

2008 
48 53 
5 76 
1 39 

90 
6 79 

23 49 
44.19 
20 3 
1 22 

3 2% 
2144 7 

61 0 
40 1% 
2 8% 

55 3% 
44 7% 
23233 
29833 
4 5% 
5 9% 
5 9% 
2 1% 
63% 

i dis- 

- 
__ 
- 

- 
- 
- 

__ 

- 

2014 I2015 )201( 

80 
60 
50 
40 
30 
25 
20 
15 

10 
1.5 

6.16 I 6.45 1 6.55 I 6.90 1"Carh F low Dersh I 7.80 
1.94 2.27 2.35 2.50 Earnings per;hA 3.00 
.95 1.00 1.06 1.10 Div'ds Decl'd persh Bmt 1.25 

4.81 4.72 4.85 5.00 Cad1 SDendina Der sh 6.00 
34.00 

1.00 

1893.8 I 1830.4 1 1760 I 1825 IRevenues [$mill) 1 2400 
4~;; 1 :;; 1 I;; I 120 ;etProfit ( r i  I 3;; 

34.0% 34.7% 37.0% 350% IncomeTaxRate 35.0% 
6.6% Net Profit Mar in 6.3% 

53.5% 49.1% 47.0% 46.0% Long-Term Debt Ratio 45.0% 
46.5% 50.9% 53.0% 54.0% Common E ui Ratio 55.0% 
2371.4 2292.0 2450 2600 Total CaDital Itmill) 

3250 1; PIan~(6m'ill) ' 

303; 1 3077; 1 3 1  1 1 1 5.4% 6.2% 6.0% 6.0% Return on Total Cap'l 6.5% 
8.5% 8.5% Return on Shr. Equity 9.0% 

7.9% 8.9% 8.5% 8.5% Return on Com Equit 9.0% 
4.1% 5.0% 4.5% 5.0% Retained to Com Eq 5.0% 
48% 44% 44% All Div'ds to Net Prof 

herms. Sold PriMerit Bank. 7/96. Has 4,802 emolovees. Off. 8 Dir. 
ins of own 1.7% of common stock: BlackRock Inc.. 8.6%; T. Rowe Price 

Associates, Inc.. 7.2%; GAMCO Investors, Inc., 7.0% (3111 Proxy). 
Chairman: James J. Kropid. CEO: Jeffrey W. Shaw. Inc.: CA. Ad- 
dress: 5241 Spring Mountain Road, Las Vegas, Nevada 89193. 
Telephone: 702-876-7237. Internet: www.swgas.com. 

energy efficiency. A decision on this mat- 
ter is expected by early 2012. Southwest's 
focus on rate relief and improved rate de- 
sign is important, as the company depends 
on such approved revenue increases to 
help it cope with rising operating costs and 
to provide compensation for investments 
in infrastructure. 
Investors should be aware of several 
caveats. Southwest Gas will likely incur 
greater operating expenses as it continues 
to  expand going forward. Moreover, 
warmer-than-normal temperatures during 
the winter months can result in lower 
profitability. Insufficient, or lagging, rate 
relief can also hurt performance. 
These shares remain neutrally ranked 
for Timeliness. Looking further out, we 
anticipate solid improvement in revenues 
and share earnings at the company out to 
2014-2016. This appears to be partly 
reflected in the present quotation, and the 
shares currently trade within our Target 
Price Range. Moreover, Southwest's divi- 
dend yield is below average for its indus- 
try group. Investors can probably find 
more-attractive opportunities elsewhere. 
Michael Napoli, CFA June 10, 2011 

i$; '92, (IO$); 105, ( I i f ;  '06. 7$. Excl.'loss. 
)m dlsc. ODs.: 95, 756. Totals may not sum 

March, June, September, December. ' I it Dii'd'reinvestment and stock Durchase Dlan I 
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Trailing: 17.9 RELATIVE WG L HOLDINGS NYSE-WGL 

SAFETY 1 Raised412193 ' E G Y ~ ~ ~ o i v i d ~ n ~  sh ' 
rECHNlCAL 3 Raised6110111 divided 9 lnteresp Rate 

, , , . Relative lice s~ength 
0 ons Yes BETA .65 (1.W = Ma*et) . I  

IE!' 39,25 1k0 1 8.2 (Median: IM)~ PIE RATIO I I I 0 (E 4.0% 
~MEUNESS 4 L~~~~~~ High: 31.5 30.5 29.5 28.e 

Low: 21.8 25.3 19.3 23.2 

p " :  201416 P R W r -  
Price Gain Return 

hadedafeasim 

Ann'l Total 

'..2 
Insider Decis ions ._ ....a 

J A S O N D J F M  

Book 

pa:l 
Ends 
2008 
2009 
2010 
2011 
2012 
F i s d  
ziig 
2008 
2009 
2010 
2011 
2012 

Gal- 
endar 
2007 
2008 
2009 
2010 
2011 

4 Fiscal 

Value 4.0% 5.0% 3.5% 
QUARTERLY REVENUES ($ mill.)A Full 

Dec.31 Mar.31 Jun.30 ~ep.30 E 
751.6 1020.0 464.7 391.9 2628.: 
826.2 1040.9 427.0 412.8 2706.! 
727.4 1056.6 459.7 465.2 2708! 
795.9 1017.2 461.9 490 2765 
825 1045 510 520 2900 

EARNINGS PERSHAREAe Full 
Dec.31 Mar.31 Jun.30 Sep.30 % 

.96 1.66 .06 d.24 2.41 
1.03 1.65 .ll d.25 2.5: 
1.01 1.64 d.07 d.29 2.2; 
1.02 1.53 d.10 d.35 2.11 
1.08 1.61 d.04 d.30 2.3! 

QUARTERLY DIVIDENDS PAID C. FUII 
Mar.31 Jun.30 Sep.30 Dec.31 Year 
.34 .34 .34 .34 1.3f 
.34 .36 .36 .36 1.42 
.36 .37 .37 .37 1.47 
.37 ,378 ,378 ,378 1.5C 
,378 .39 

years end Sept. 30th. (1: 
31 Based on diluted shares. Excludes non- 
:curring losses: 01, (i3$); '02, (344); '07, 
If; '08, (146) discontinued operations: '06, 

chi 
re1 
pal 

I 
34.8 
28.8 27.0 29.8 22.4 

I 
39.7 
35.6 

- 
40.0 
31 .o 

31.4 
26.7 

Target Pr ice Range 1 I 2014 I2015 12016 

80 
60 
50 
40 
30 
25 
20 
15 

...... -.., - 
- 

- 
dii 
2004 

42.93 
3.87 
1.98 
1.30 
2.33 

16.95 
48.67 

14.2 
.75 

4.6% 

2089.6 
98.0 

38.2% 
4.7% 

40.9% 
57.2% 
1443.6 
1915.6 

8.2% 
11.5% 
11.7% 
4.1% 
65% 

- 

~ 

~ 

~ 

- 

- 

~ 

~ 

- 

- ..*.. +*., - 

iii 2010 
- 

53.60 
4.11 
2.27 
1.50 

2.57 
22.82 
50.54 

15.1 
.95 

4.4% 

2708.9 
115.0 

38.7% 
4.2% 

33.4% 
65.0% 
1774.4 
2346.2 

7.6% 
9.7% 
9.9% 
3.3% 
67% 

~ 

~ 

- 

- 

~ 

~ 

- 

- 

--I'o %TOT. RETURN 5/11 7'5 

:only 0 0 0 0 1 1 0 0 0  
)p(ionr 3 2 1 1 1 0 0 0 0  

- - 
- 
E 

54.60 
3.95 
2.10 
1.55 
L45 

23.50 
51.00 

Bold f i g  
Valu 
estii 

~ 

- 

THIS VLARITH.' I 
STOCK INDEX 

1 yr. 20.8 28.8 
3 yr. 28.3 38.8 
5yr. 69.3 532 mil 2005 

44.94 
3.97 
2.13 
1.32 
2.32 

17.80 
48.65 

14.7 
.78 

4.2% 
2186.3 
104.8 

37.4% 
4.8% 

39.5% 

1478.1 
1969.7 
8.5% 

11.7% 
12.0% 
4.6% 
62% 

- 
- 
- 

- 
- 

- 
5 8 . 6 ~ ~  - 
- 

- 

2012 ' &VALUE LINE PUB. LL( 
56.85 Revenues per sh A 

4.30 "Cash Flow" per sh 
2.35 Earnings persh B 

1.59 Div'ds Decl'd per sh Ca 

2.45 Cap'l Spending per sh 
24.20 Book Value per sh 0 
51.00 Common Shs Outst'g E 

es are Avg Ann'l PIE Ratio 
h e  Relative PIE Ratio 

Avg Ann'l Div'd Yield tes 

2900 Revenues ($mill)A 
120 Net Profit ($mill) 

39.0% Income Tax Rate 

34.0% LongTerm Debt Ratio 
64.5% Common Equity Ratio 

1915 Total Capital ($mill) 
2510 Net Plant ($mill) 
7.5% Return on Total CaD'I 

__ NetProntMargin 4.1% 

59.20 
4.55 
2.65 
1.11 
2.40 

21.15 
52.00 
15.0 
t o o  

4.2% 

3075 
140 

39.0% 
4.5% 

32.5% 
66.0% 

2150 
2115 
1.5% 

10.0% 
3.5% 
64% 

- 

- 
- 

- 
- 

- 

- 
- 

10.0% 
- 

2.51 I 2.93 I 3.02 I 2.79 1 2.74 I 3.X 3.84 3.89 4.34 4.44 
1.94 1 2.09 I 2.44 I 2.53 

6.1% I 5.4% I 5.0% I 4.5% 1 4.8% I 4.8% 4.6% 4.8% 5.0% & 4.5% I 4.2% I 4.2% I 4.6% 

2637.9 2646.0 2628.2 2706.9 CAPITAL STRUCTURE as of 3/31/11 
rota1 Debt $682.7 mill. Due in 5 Yrs $194.2 mill. 
-1 Debt $614.9 mill. LT Interest $39.4 mill. 
:LT interest earned: 6.2~; total interest coverage: 
5.7~) 

2785 
110 

39.0% 
3.9% 

34.5% 
64.0% 

1875 
2425 
1.0% 
9.0% 
9.0% 
2.5% 
14% 

___ 

~ 

~ 

- 

- 

'ension Assets-9/10 $1,215.8 mill. 

'referred Stock $28.2 mill. Pfd. Dlv'd $1.3 mill. 
Oblig. $678.1 mill. 

:ornrnon Stock 51,226,263 shs. 
IS of 4/30/11 

UARKET CAP $2.0 billion (Mid Cap) 
NRRENT POSITION 2009 2010 3/31/11 

:ash Assets 7.9 8.9 190.0 
zther 675.6 708.4 730.3 
,urrentAssets 683.5 717.3 920.3 

($MILL.) 

10.1% 110.2% 111.4% I 11.4% 
1;::; I 7.2% I 14.0% 

NMF 6.2% 
67% I 112% I 56% 

BUSINESS: WGL Hold 
LiaM. a natural aas di! 

69% I 66% I 57% I 57% 67% lAll Div'ds to Net Prof 

IS, Inc. ted orc i the oarent of Washinaton Gas vides enerav re rcts in the D.C. metro area: Wash. Gas 
ibutor in Wasinaton. D.C. and"adiacei Enerav SK desiandinstalls cornm'l heatina. ventilatko. and air 

areas of VA a n i  MD to resident'l and &mm'l users (1,073,722 
meters). Hampshire Gas, a federally regulated sub, operates an 
underground gas-storage facility in WV Non-regulated subs. 
Wash Gas Energy Svcs sells and delivers natural gas and pro- 

WGL Holdings posted lackluster fi- 
nancial results for the March period. 
Indeed, the top line declined about 3.5% 
over that time frame, due to weaker con- 
tributions from the Regulated Utility seg- 
ment. This stemmed from unfavorable 
changes in the consumption patterns of its 
natural gas customers. However, this was 
partially offset b greater earnings contri- 
butions at the getail Ener 
and Design-Build Energy 
sions. Still, on balance, WGL's second- 
quarter bottom line declined almost 7%, to  
$1.53 a share. And we look for an annual 
earnings decline this year. But financial 
results ought to begin to rebound in 2012. 
Rate cases and capital projects, augur 
well for prospects. The company recent- 
ly received approval to  raise its rates in 
Maryland. The proposed increase ought to 
boost annual revenues by about $30 mil- 
lion from that region, and is slated to  go 
into effect this November. Meanwhile, 
WGL was also granted a favorable ruling 
by the Virginia commission to  go ahead 
with a multiyear $115 million accelerated 
pipeline-replacement program. This should 
boost the distribution system's reliability 
ntb ms\, nnt Cllm tn tntsi rllln tn I her nlwrlenrl rejnvn.ctmc 

cond:<sgtems. i a c k  Rock Inc. owns 9.2% of cornion stock; 
Off./dir. less than 1% (VI1 proxy). Chnnn. 8 CEO: Terry D. McCal- 
lister. Inc.: D.C. and VA. Addr.: 102 Const. Ave., N.W., Washington, 
D.C. 20080. Tel.: 202-624-6410. Internet: www.wglholdings.corn. 

and safety. 
Investments in green energy projects 
may also bear fruit down the road. 
WGL has announced an additional 1.7 
megawatts worth of solar projects for this 
year. When combined with existing ven- 
tures, the company has a stake in about 
4.5 megawatts of clean renewable energy. 
These moves should also provide the com- 
pany with federal energy tax credits. 
Meanwhile, the financial position is 
solid. Cash reserves have skyrocketed to  a 
seasonal high of $190 million. At the same 
time, the long-term debt load inched high- 
er but at a much slower clip of about 4%, 
to $615 million. What's more, the board 
recently approved a 3.2% hike in the 
quarterly dividend, to $0.39 a share. 
These shares may appeal to income- 
seeking investars, thanks to an above- 
average dividend yield, Highest Safety 
rank, and top mark for Price Stability. 
Meantime, in the event of a market correc- 
tion, shares of WGL ought to be minimally 
affected as evidenced by the below-market 
Beta of .G5. But they are ranked to  lag the 
broader markets in the year ahead. 
Bryan J. Fong June IO, 2011 

A 

4ccts Payable 213.5 225.4 292.7 
Debt Due 266.5 130.5 67.8 
zther 154.6 188.2 249.8 
,went Liab. - 634.6 - 544.1 - 610.3 

-.,, "y". "'", ,,". "",,, .- ..,.",, """ ." ""..-I... "".." 11. .1 ._ "  .,,, ".,. r."lI" .I.. "I.". 

le in shares outstanding. Next earnings (D) Includes deferred charges and intangibles. 
due late July. (C) Dividends historically 'IO: $580.4 million, $1 1.481sh. 

!arty Febnraly, May, August, and Novem- (E) In millions, adjusted for stock split. 
material is oMained horn sources believed to be reliable and is provided without warrantles d any kind. 

? OMISSIONS HEREIN. This publication is strictly for wbsuibs's own, non-cornmeicial.~nlernaluse. No part 
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2acks.com Quotes and Research 

AMERICAN STS WTR CO (NYSE) 

American States is a public utility company engaged principally in thepurchase, production, distribution and sale of 
water. The company alsodistributes electricity in some communities. In the customer service areas for both water 
and electric, rates and operations are subject to the jurisdiction of the California Public Utilities Commission. 

General Information 
AMER STATES WTR 

AWR 33.69 -* 0.04 (0,12%) Vol. 25,229 33:36 ET 

- _ -  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 08/04/2011 

rice and Volume lnformation 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

33.65 
39.44 
31.24 
0.38 

73,821.45 
42.5 

36.0 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
-4.70 4 Week -5.56 
1.29 12 Week 0.46 

-2.38 YTD -8.39 

Dividend Information 

Annual Dividend $1.04 
627.71 Payout Ratio 0.57 

02/10/2011 / $0.26 

18,65 Dividend Yield 3.09% 

5.73 Change in Payout Ratio -0.05 

06/10/2002 Last Dividend Payout / Amount 

EPS Information ~ o n ~ ~ n ~ ~ 5  ~ e c o m m e ~  
Current Quarter EPS Consensus Estimate 0.59 Current (1 =Strong Buy, 5=Strong Sell) 2.43 
Current Year EPS Consensus Estimate 2.12 30 Days Ago 2.43 
Estimated Long-Term EPS Growth Rate 11 .OO 60 Days Ago 2.71 
Next EPS Report Date 08/04/2011 90 Days Ago 2.71 

Fu~d~mental Ratios 
?/E EPS Growth Sales Growth 

Current FY Estimate: 15.87 vs. Previous Year -1 7.78% vs. Previous Year 4.46% 
Trailing 12 Months: 18.29 vs. Previous Quarter O.OOo/o vs. Previous Quarter: -9.06% 
PEG Ratio 1.44 

Price Ratios ROE 
Price/Book 1.66 03/31/11 

ROA 
9.27 03/31/11 

http://www.zacks.com/research/print.php?type=report&t=AWR 

2.93 

5/9/20 1 1 

http://Zacks.com
http://2acks.com
http://www.zacks.com/research/print.php?type=report&t=AWR
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Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/3 1 /I 1 
1 2/3 1 /I 0 
09/30/10 

Inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

8.25 12/31/10 
1 5 5  09/30/10 

Quick Ratio 
- 03/31/11 

1.15 12/31/10 
1.04 09/30/10 

Pre-Tax Margin 
- 03/31/11 

13.57 12/31/10 
12.27 09/30/10 

Debt-to-Equity 
- 03/31/11 

45.95 12/31/10 
48.52 09/30/10 

9.74 12/31/10 
8.89 09/30/10 

Operating Margin 
- 03/31/11 

1.13 12/31/10 
1.03 09/30/10 

Book Value 
- 03/31/11 

13.57 12/31/10 
12.27 09/30/10 

Debt to Capital 
- 03/31/11 

0.79 12/31/10 
0.81 09/30/10 

http://www.zacks.comlresearcWprint.php?type=report&t=AWR 

3.09 
2.83 

8.55 
9.01 
8.49 

20.28 
20.01 

44.26 
44.63 
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CALIFORNIA WTR SVC GROUP (NYSE) 

1 CWT 36.63 h0.14 ~ ~ . ~ 8 ’ / ~ )  Vol. 47,605 7324 ET 

California Water Service Company’s business, which is carried on through its operating subsidiaries, consists of the 
production, purchase, storage, purification, distribution and sale of water for domestic, industrial, public and irrigation 
uses, and for fire protection. It also provides water related services under agreements with municipalities and other 
private companies. The nonregulated services include full water system operation, and billing and meter reading 
services. 

General ~nform~tion 
CALIF WATER SVC 

- - _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 07/27/2011 

rice and Volume Information 

Zacks Rank 
Yesterday’s Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

A 
36.49 
39.53 
33.81 

0.30 
89,605.90 

41 

‘Yo Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
-2.17 4 Week -3.05 
1.25 12 Week 0.41 

-2.09 YTD -8.12 

Dividend Information 

Annual Dividend $1.23 
760.20 Payout Ratio 0.70 

-0.02 

20,83 Dividend Yield 3.37% 

7.64 Change in Payout Ratio 

01/26/1998 Last Dividend Payout / Amount 05/05/2011 / $0.31 

EPS Information Consensus ~ ~ c o m m e ~ ~ a t i o n ~  
Current Quarter EPS Consensus Estimate 0.48 Current (l=Strong Buy, 5=Strong Sell) 2.25 
Current Year EPS Consensus Estimate 2.1 3 30 Days Ago 2.25 
Estimated Long-Term EPS Growth Rate - 60DaysAgo 2.25 
Next EPS Report Date 07/27/2011 90 Days Ago 2.25 

~ ~ n d ~ ~ e n t a l  Ratlos 
PIE EPS Growth Sales Growth 

Current FY Estimate: 17.1 4 vs. Previous Year -50.00% vs. Previous Year 8.73% 
Trailing 12 Months: 20.73 vs. Previous Quarter -78.26% vs. Previous Quarter: -6.93% 
PEG Ratio 
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Price Ratios 
Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/31/11 
1 2/3 1 /I 0 
09/30/10 

Inventory Turnover 
03/31/11 
1 2/31 /I 0 

09/30/10 

ROE 
1.75 03/31/11 
9.06 12/31/10 
1.62 09/30/10 

Quick Ratio 
- 03/31/11 

1.18 12/31/10 
0.59 09/30/10 

Pre-Tax Margin 
- 03/31/11 

13.51 12/31/10 
13.36 09/30/10 

Debt-to-Equity 
- 03/31/11 

31.32 12/31/10 
32.92 09/30/10 

ROA 
8.53 03/31/11 
8.81 12/31/10 
9.26 09/30/10 

Operating Margin 
- 03/31/11 

1.12 12/31/10 
0.55 09130110 

Book Value 
- 03/31/11 

13.51 12/31/10 
13.36 09/30/10 

Debt to Capital 
- 03/31/11 

1.10 12/31/10 
0.87 09/30/10 

http://www.zacks.com/research/print.php?type=report&t=CWT 

2.24 
2.32 
2.48 

7.85 
8.18 
8.50 

20.91 
20.98 

52.39 
46.56 
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I SJW 23.10 0.01 ( 0 . 0 ~ % ~  Vol. 33,698 75:02 ET 

SJW CORP. is a holding company which operates through its wholly-ownedsubsidiaries, San Jose Water Co., SJW 
Land Co., and Western Precision, IncSan Jose Water Co., is a public utility in the business of providing 
waterservice to a population of approximately 928,000 people. Their servicearea encompasses about 134 sq. miles 
in the metropolitan San Juan area.SJW Land Co. operates parking facilities located adjacent to the 
theirheadquarters and the San Jose area. 

~ e n ~ r a ~  Information 
SJW CORP 
1 IO W. TAYLOR STREET 
SAN JOSE, CA 951 10 
Phone: - 
Fax: - 
Web: http://www.sjwater.com 
Email: None 

UTIL-WATER 
SPLY Industry 

Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 07/27/2011 

Price and Volume Information 

Zacks Rank 
Yesterday‘s Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

23.8 

23.6 

23.1 

2 3 . 2  

22.25 2 3 . 0  

& 
23.09 
28.19 

0.67 2 2 . 8  

34,745.15 22.6 

22.4 27 
0*- 04-11 05-03-11 

% Price Change Relative to S&P 500 
-0.90 4 Week -2.65 
-4.55 12 Week -6.80 

-12.77 YTD -19.02 

Dividend Information 

Annual Dividend $0.69 
428.94 Payout Ratio 0.85 

02/03/2011 / $0.17 

8.58 Dividend Yield 2.99% 

Change in Payout Ratio 0.19 

0311 7/2006 Last Dividend Payout / Amount 

EPS Information 
Current Quarter EPS Consensus Estimate 0.25 Current (l=Strong Buy, 5=Strong Sell) 2.33 
Current Year EPS Consensus Estimate 0.99 30 Days Ago 2.33 
Estimated Long-Term EPS Growth Rate - 60 Days Ago 2.33 
Next EPS Report Date 07/27/2011 90 Days Ago 3.00 

~ ~ n d ~ m e n t a l  Ratios 
PIE EPS Growth Sales Growth 

Trailing 12 Months: 28.51 vs. Previous Quarter -70.00% vs. Previous Quarter: -1 3.90% 
PEG Ratio 

Current FY Estimate: 23.32 vs. Previous Year -40.00% vs. Previous Year 8.13% 
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Price Ratios 
Price/Book 
PricelCash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/31/11 
1 2/3 1 /I 0 
09/30/10 

Inventory Turnover 
03/31/11 
1 2/31 /I 0 
09/30/10 

ROE 
1.68 03/31/11 
9.75 12/31/10 
1.96 09/30/10 

Quick Ratio 
- 03/31/11 

1.30 12/31/10 
0.80 09/30/10 

Pre-Tax Margin 
- 03/31/11 

15.48 12/31/10 
13.89 09/30/10 

Debt-to-Equity 
- 03/31/11 

90.65 12/31/10 
90.01 09/30/10 

ROA 
5.97 03/31/11 
6.14 12/31/10 
6.42 09/30/10 

Operating Margin 
- 03/31/11 

1.27 12/31/10 
0.78 09/30/10 

Book Value 
- 03/31/11 

15.48 12/31/10 
13.89 09/30/10 

Debt to Capital 
- 03/31/11 

1.16 12/31/10 
1.1 5 09/30/10 

1.61 
1.67 
1.77 

6.95 
7.23 
7.62 

13.76 
13.92 

53.69 
53.43 

http://www .zacks.com/research/print.php?type=report&t=S JW 5/4/20 1 1 
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AQUA AMERICA INC (NYSE) 

WTR 22.83 a 0.27 (1 20%) Val, 200,155 1325 E l  

Aqua America is the largest publicly-traded U.S.-based water utility serving residents in Pennsylvania, Ohio, Illinois, 
Texas, New Jersey, Indiana, Virginia, Florida, North Carolina, Maine, Missouri, New York, South Carolina and 
Kentucky. The company has been committed to the preservation and improvement of the environment throughout its 
history, which spans more than I00 years. 

General Information 
AQUA AMER INC 

- _ -  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-WATER 
SPLY 

Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 08/09/2011 

Price and Volume l n f ~ ~ m a ~ ~ o n  

Zacks Rank Ad 
Yesterday's Close 22.56 
52 Week High 23.79 
52 Week Low 16.52 
Beta 0.22 
20 Day Moving Average 543,550.38 
Target Price Consensus 23.8 

YO Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

0 CUTRI 30-Day Closing Prrces - 2 3 . 0  

22.8 

22.6 

22.4 

22.2 

22.0 

21.8  

21.6 

04-11-11 05-06-11 

% Price Change Relative to S&P 500 
0.36 4Week -0.54 

-3.71 12Week -4.51 
0.36 TTD -5.83 

Dividend Information 

Annual Dividend $0.62 
3,112.56 Payout Ratio 0.66 

02/15/2011 / $0.1 6 

37,97 Dividend Yield 2.75% 

10.56 Change in Payout Ratio -0.03 

2/02/2005 Last Dividend Payout / Amount 

Current Quarter EPS Consensus Estimate 0.24 Current (l=Strong Buy, 5=Strong Sell) 2.27 
Current Year EPS Consensus Estimate 0.97 30 Days Ago 2.27 
Estimated Long-Term EPS Growth Rate 6.50 60 Days Ago 2.27 
Next EPS Report Date 08/09/2011 90 Days Ago 2.27 

F ~ n ~ ~ m e n ~ a l  Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 23.19 vs. Previous Year 18.75% vs. Previous Year 6.73% 
Trailing 12 Months: 24.00 vs. Previous Quarter -9.52% vs. Previous Quarter: -4.46% 

PEG Ratio 3.57 

Price Ratios ROE ROA 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
I 2/31 /I 0 
09/30/10 

Net Margin 
03/31/11 
1 213 1 /I 0 

09/30/10 

Inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

2.64 03/31/1 I 
12.66 12/31/10 
4.22 09/30/10 

Quick Ratio 
- 03/31/11 

0.65 12/31/10 
0.72 09/30/10 

Pre-Tax Margin 
- 03/31/11 

28.10 12/31/10 
28.01 09/30/10 

Debt-to-Equity 
- 03/31/11 

28.68 12/31/10 
28.01 09/30/10 

11.19 03/31/11 
10.88 12/31/10 
10.84 09/30/10 

Operating Margin 
- 03/31/11 

0.61 12/31/10 
0.67 09/30/10 

Book Value 
- 03/31/11 

28.10 12/31/10 
28.01 09/30/10 

Debt to Capital 
- 03/31/11 

1.30 12/31/10 
1.27 09/30/10 

http://www.zacks.com/research/print.php?type=report&t=WTR 

3.25 
3.17 
3.18 

17.44 
17.08 
17.04 

8.54 
8.30 

56.60 
56.00 
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1 AGL RESOURCES INC (NYSE) -1 I i,i 

1 AGL 41.20 0.01 ~ 0 . 0 2 ~ ~  VOI. 220,610 15:08 ET 

AGL Resources principal business is the distribution of natural gas to customers in central, northwest, northeast and 
southeast Georgia and the Chattanooga, Tennessee area through its natural gas distribution subsidiary. AGL's 
major service area is the ten county metropolitan Atlanta area. 

General Information 
AGL RESOURCES 
TEN PEACHTREE PLACE 
ATLANTA, GA 30309 
Phone: - 
Fax: 404-584-3945 
Web: http://www.aglresources.com 
Email: scave@aglresources.com 

Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 07/28/2011 

Price and Volume Information 

Industry UTIL-GAS DlSTR 

Zacks Rank A h  
Yesterday's Close 41.19 
52 Week High 41.96 
52 Week Low 34.21 
Beta 0.45 
20 Day Moving Average 338,833.19 
Target Price Consensus 42 

YO Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

2.1 8 
9.29 
14.90 

77.98 

3,212.08 

11.38 
12/04/1995 

EPS information 
Current Quarter EPS Consensus Estimate 0.27 
Current Year EPS Consensus Estimate 3.15 
Estimated Long-Term EPS Growth Rate 4.00 
Next EPS Report Date 07/28/2011 

Fundamental Ratios 
PIE EPS Growth 

Current FY Estimate: 13.1 0 vs. Previous Year 

42. 0 

41.5 

41.0 

40.5 

40.0 

39.5 

39.0 

04- 04-1 1 05-03-11 

Yo Price Change Relative to S&P 500 
4 Week 0.38 
12 Week 6.70 
YTD 6.79 

Dividend Information 
Dividend Yield 4.37% 
Annual Dividend $1 .a0 
Payout Ratio 0.00 
Change in Payout Ratio 0.00 
Last Dividend Payout / Amount 0211 6/2011 / $0.45 

C o ~ ~ e ~ s u s  ~ecommenda~ions 
Current (I=Strong Buy, 5=Strong Sell) 2.13 
30 Days Ago 2.13 
60 Days Ago 2.13 
90 Days Ago 2.13 

Sales Growth 
-5.78% vs. Previous Year -1 2.46% 

Trailing 12 Months: 13.96 vs. Previous Quarter 89.53% vs. Previous Quarter: 32.03% 
PEG Ratio 3.27 
Price Ratios ROE ROA 
PricelBook I .75 03/31/11 - 03/31/11 
Price/Cash Flow 1 2/3 1/10 12/31/10 
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Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/31/11 
12/31/10 
09/30/10 

Inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

8.08 
1.43 09/30110 

Quick Ratio 
- 03/31/11 

0.89 12/31/10 
0.79 09/30/10 

Pre-Tax Margin 
- 03/31/11 

16.43 12/31/10 
17.35 09/30/10 

Debt-to-Equity 
- 03/31/11 

2.98 12/31/10 
2.87 09/30/10 

12.98 
13.19 09/30/10 

Operating Margin 
- 03/31/11 

0.63 12/31/10 
0.47 09/30/10 

Book Value 
- 03/31/11 

16.43 12/31/10 
17.35 09/30/10 

Debt to Capital 
- 03/31/11 

0.91 12/31/10 
0.83 09/30/10 

Page 2 of 2 

3.40 
3.50 

10.02 
10.27 

23.52 
23.28 

47.68 
45.49 
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ATMOS ENERGY CORP (NYSE) 

1 AT0 34.61 g 0.41 (I .zay’a) Vol. 120,903 14:02 ET 

Atmos Energy Corporation distributes and sells natural gas to residential, commercial, industrial, agricultural and 
other customers. Atmos operates through five divisions in cities, towns and communities in service areas located in 
Colorado, Georgia, Illinois, Iowa, Kansas, Kentucky, Louisiana, Missouri, South Carolina, Tennessee, Texas and 
Virginia. The Company has entered into an agreement to sell all of its natural gas utility operations in South Carolina. 
The Company also transports natural gas for others through its distribution system. 

General ~nformation 
ATMOS ENERGY CP 

~ _ _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-GAS DlSTR 
Sector: Utilities 

Fiscal Year End Septern ber 
Last Reported Quarter 03/31/11 
Next EPS Date 0811 01201 1 

Price and Volume Information 

Zacks Rank 
Yesterday’s Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

YO Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

35.5 

34.20 35.0 

I 30-Day Closing Prices 

35.25 34.5 

25.86 34.0 

33.5 

33.0 

0.52 
224,307.25 

33.7 
04-11-11 b5-b6-11 

1.18 
2.09 
9.62 

90.65 

3,100.20 

9.60 
0511 711 994 

EPS Information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

0.09 
2.30 
4.50 

Next EPS Report Date 

PIE 
Current FY Estimate: 14.85 
Trailing 12 Months: 15.34 
PEG Ratio 3.30 

Price Ratios 

0811 01201 1 

EPS Growth 
vs. Previous Year 

Y Price Change Relative to S&P 500 
4 Week 0.28 
12 Week 1.25 
YTD 2.86 

Dividend Information 

Annual Dividend $1.36 
Payout Ratio 0.61 
Change in Payout Ratio -0.02 
Last Dividend Payout / Amount 02/23/2011 / $0.34 

Dividend Yield 3.98% 

Consensus R e c ~ ~ m ~ ~ d ~ t ~ o n ~  
Current (l=Strong Buy, 5=Strong Sell) 2.89 
30 Days Ago 2.89 
60 Days Ago 2.89 
90 Days Ago 2.89 

Sales Growth 
-8.28% vs. Previous Year -1 6.65% 

vs. Previous Quarter 64.20% vs. Previous Quarter: 39.78% 

ROE ROA 

http://www .zacks.comlresearcWprint.php?type=report&t=ATO 5/9/20 1 1 

http://www


Zacks.com Page 2 of 2 

Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/31 /I 1 
12/31 /I 0 
09/30/10 

Inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

1.31 03/31/11 
7.25 12/31/10 
0.72 09/30/10 

Quick Ratio 
0.91 03/31/11 
0.86 12/31/10 
0.75 09/30/10 

Pre-Tax Margin 
7.50 03/31/11 
6.52 12/31/10 
6.99 09/30/10 

Debt-to-Equity 
12.01 03/31/11 
13.40 12/31/10 
13.07 09/30/10 

8.87 03/31/11 
9.52 12/31/10 
9.23 09/30/10 

Operating Margin 
0.70 03/31/11 
0.63 12/31/10 
0.48 09/30/10 

Book Value 
7.50 03/31/11 
6.52 12/31/10 
6.99 09/30/10 

Debt to Capital 
0.76 03/31/11 
0.79 12/31/10 
0.83 09/30/10 

http://www .zacks.com/research/print.php?type=report&t=ATO 

2.94 
3.1 7 
3.1 1 

4.68 
4.66 
4.38 

26.19 
25.16 
24.16 

43.22 
44.27 
45.38 
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LACLEDE GROUP INC (NYSE) 

1 LG 38.42 W-0.23 (-Q.60%) Val. 71,445 15:06 ET 

The Laclede Group, Inc. is a public utility engaged in the retail distribution and transportation of natural gas. The 
Company, which is subject to the jurisdiction of the Missouri Public Service Commission, serves the City of St. Louis, 
St. Louis County, the City of St. Charles, St. Charles County, the town of Arnold, and parts of Franklin, Jefferson, St. 
Francois, Ste. Genevieve, Iron, Madison and Butler Counties, all in Missouri. 

General Information 
LACLEDE GRP INC 
720 OLIVE ST 
ST LOUIS, MO 63101 
Phone: - 
Fax: 31 4-421 -1979 
Web: http://www.thelacledegroup.com 
Ernail: investorservices@lacledegas.com 

Industry 
Sector: 

UTIL-GAS DlSTR 
Utilities 

Fiscal Year End September 
Last Reported Quarter 03/31/11 
Next EPS Date 07/22/2011 

Price and Volume Information 

Zacks Rank k 
Yesterday's Close 38.65 
52 Week High 39.99 
52 Week Low 31.65 
Beta 0.08 
20 Day Moving Average 65,142.1 0 
Target Price Consensus N/A 

Yo Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
0.29 4Week -1.49 

-0.82 12 Week -3.16 
5.77 YTD -3.15 

Dividend Information 
22,39 Dividend Yield 4.19% 

Annual Dividend $1.62 
865.1 8 Payout Ratio 0.67 

o.21 Change in Payout Ratio 0.05 
03/09/2011 / $0.41 03/08/1994 Last Dividend Payout / Amount 

EPS Information Consensus ~ e c o m m ~ n d a ~ i o n ~  
Current Quarter EPS Consensus Estimate 0.22 Current (l=Strong Buy, B=Strong Sell) 3.00 
Current Year EPS Consensus Estimate 2.45 30 Days Ago 3.00 
Estimated Long-Term EPS Growth Rate 3.00 60 Days Ago 3.00 
Next EPS Report Date 07/22/2011 90 Days Ago 3.00 

~ ~ n ~ a ~ e n t a l  Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 15.80 vs. Previous Year 0.00% vs. Previous Year 
Trailing 12 Months: 15.97 vs. Previous Quarter 17.1 4% vs. Previous Quarter: 22.42% 

PEG Ratio 5.27 

Price Ratios ROE ROA 
Price/Book 1.52 03/31/11 9.92 03/31111 2.96 

-1 4.41 Yo 
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Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/31/11 
1 2/31 /I 0 
09/30/10 

Inventory Turnover 
03/31/11 
1 2/31 /I 0 
09/30/10 

9.17 12/31/10 
0.54 09/30/10 

Quick Ratio 
- 03/31/11 

1.39 12/31/10 
1.24 09/30/10 

Pre-Tax Margin 
- 03/31/11 

4.83 12/31/10 
4.68 09/30/10 

Debt-to-Equity 
- 03/31/11 

13.41 12/31/10 
14.62 09/30/10 

9.84 12/31/10 
9.83 09/30/10 

Operating Margin 
- 03/31/11 

0.97 12/31/10 
0.84 09/30/10 

Book Value 
- 03/31/11 

4.83 12/31/10 
4.68 09/30/10 

Debt to Capital 
- 03/31/11 

0.66 12/31/10 
0.68 09/30/10 

2.95 
2.91 

3.38 
3.18 
3.07 

24.51 
24.02 

39.91 
40.48 
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NEW JERSEY RES (NYSE) 

I NJR 44.50 * 0.66 (1.51%) Val. 106,324 14:OJ ET 

NJ RESOURCES is an exempt energy svcs holding company providing retail & wholesale natural gas & related 
energy services to customers from the Gulf Coast to New England. Subsidiaries include: (1) N J Natural Gas Co, a 
natural gas distribution company that provides regulated energy & appliance services to residential, commercial & 
industrial customers in central & northern N J. (2) NJR Energy Holdings Corp formerly NJR Energy Svcs Corp & (3) 
NJR Development Corp, a sub-holding company of NJR, which includes the Company's remaining unregulated 
operating subsidiaries. 

General Information 
NJ RESOURCES 

- - -  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry 
Sector: 

UTIL-GAS DlSTR 
Utilities 

Fiscal Year End September 
Last Reported Quarter 03/31/11 
Next EPS Date 08/10/2011 

Price and Volume information 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

43.84 
45.59 
34.07 

0.20 
151,621.20 

46  

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

% Price Change Relative to S&P 500 
2.45 4 Week 1.53 
7.14 12Week 6.25 
1.69 M D  -4.57 

Dividend Information 
41.42 Dividend Yield 3.28% 

Annual Dividend $1.44 
1,815.72 Payout Ratio 0.56 

03/11/2011 / $0.36 
14,01 Change in Payout Ratio 0.02 

03/04/2008 Last Dividend Payout / Amount 

Current Quarter EPS Consensus Estimate 0.21 Current (l=Strong Buy, &Strong Sell) 2.50 
Current Year EPS Consensus Estimate 2.58 30 Days Ago 2.50 
Estimated Long-Term EPS Growth Rate 4.00 60 Days Ago 2.50 
Next EPS Report Date 08/10/2011 90 Days Ago 2.50 

F ~ ~ ~ ~ ~ ~ ~ t ~ l  Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 16.97 vs. Previous Year 4.55% vs. Previous Year 6.39% 
Trailing 12 Months: 17.1 3 vs. Previous Quarter 130.00% vs. Previous Quarter: 37.00% 

PEG Ratio 4.24 
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Price Ratios 
Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31 /I 1 
1 2/31 /I 0 
09/30/10 

Net Margin 
03/31/11 
12/31 /I 0 
09/30/10 

Inventory Turnover 
03/31 /I 1 
12/31 /I 0 
09/30/10 

ROE 
2.45 03/31/11 

13.39 12/31/10 
0.65 09/30/10 

Quick Ratio 
- 03/31/11 

1.09 12/31/10 
1.1 1 09/30/10 

Pre-Tax Margin 
3.49 03/31/11 
4.61 12/31/10 
6.52 09/30/10 

Debt-to-Equity 
7.51 03/31/11 
8.34 12/31/10 
8.34 09/30/10 

ROA 
14.49 03/31/11 
13.92 12/31/10 
13.91 09/30/10 

Operating Margin 
- 03/31/11 

0.65 12/31/10 
0.63 09/30/10 

Book Value 
3.49 03/31/11 
4.61 12/31/10 
6.52 09/30/10 

Debt to Capital 
- 03/31/11 

0.59 12/31/10 
0.59 09/30/10 

http://www .zacks.comlresearcWprint.php?type=report&t=NJR 
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3.80 
3.77 
3.86 

17.86 
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36.96 
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Zacks.com Quotes and Research 

1 NORTHWEST NAT GAS CO (NYSE) 

NWN 45.09 A a.48 (1 .owo) Val. 4 ~ ~ 5 ~ 0  14:OZ ET 

NW Natural is principally engaged in the distribution of natural gas.The Oregon Public Utility Commission (OPUC) 
has allocated to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland 
metropolitan area, most of the fertile Willamette Valley and the coastal area from Astoria to Coos Bay. NW Natural 
also holds certificates from the Washington Utilities and Transportation Commission (WUTC) granting it exclusive 
rights to serve portions of three Washington counties bordering the Columbia River. 

General ~nformation 
NORTHWEST NAT G 

- _ _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-GAS DlSTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 08/1 0/2011 

Price and Volume information 

Zacks Rank 
Yesterday’s Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

46.5 

44.61 46.0 

45.5 
50.86 
41.90 

0.31 

47.33 

45.0 

114,048.75 44.5  

b4-11-11 b5-06-11 

% Price Change Relative to S&P 500 
-1.83 4 Week -2.71 
-1.65 12 Week -2.46 
-4.00 YTD -9.92 

Dividend Information 

Annual Dividend $1.74 
1,189.70 Payout Ratio 0.66 

0.08 
04/27/2011 / $0.44 

26.67 Dividend Yield 3.90% 

2,96 Change in Payout Ratio 
09/09/1996 Last Dividend Payout / Amount 

Consensus R e c ~ ~ m ~ ~  
Current Quarter EPS Consensus Estimate 0.18 Current (I=Strong Buy, 5=Strong Sell) 2.25 
Current Year EPS Consensus Estimate 2.59 30 Days Ago 2.25 
Estimated Long-Term EPS Growth Rate 4.60 60 Days Ago 2.25 

Next EPS Report Date 

~ ~ n d ~ ~ e n t a l  Ratios 
PIE 

Current FY Estimate: 17.21 
Trailing 12 Months: 17.03 
PEG Ratio 3.72 

Price Ratios 

08/10/2011 90 Days Ago 2.25 

EPS Growth Sales Growth 
vs. Previous Year -6.71% vs. Previous Year 12.76% 
vs. Previous Quarter 37.84% vs. Previous Quarter: 20.49% 

ROE ROA 
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Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/3 1 /I 1 
12/31/10 
09/30/10 

Inventory Turnover 
03/31 /I 1 
12/31/10 
09/30/10 

1.64 03/31/11 
8.63 12/31/10 
1.40 09/30/10 

Quick Ratio 
0.66 03/31/11 
0.71 12/31/10 
0.56 09/30/10 

Pre-Tax Margin 
13.80 03/31/11 
15.04 12/31/10 
14.46 09/30/10 

Debt-to-Equity 
7.69 03/31/11 
6.85 12/31/10 
7.34 09/30/10 

10.04 03/31/11 
10.56 12/31/10 
10.95 09/30/10 

Operating Margin 
0.54 03/31/11 
0.53 12/31/10 
0.35 09/30/10 

Book Value 
13.80 03/31/11 
15.04 12/31/10 
14.46 09/30/10 

Debt to Capital 
0.76 03/31/11 
0.85 12/31/10 
0.88 09/30/10 

2.78 
2.93 
3.07 

8.23 
8.95 
8.73 

27.12 
26.02 
25.41 

43.27 
46.05 
46.70 
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I PIEDMONT NAT GAS INC (NYSE) 

I PNY 31-12 v -0.34 i-1.08%~ Voi. 133.337 15:11 ET 

Piedmont Natural Gas Co, Inc., is an energy and services company engaged in the transportation and sale of natural 
gas and the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina 
and Tennessee. The Company is the second-largest natural gas utility in the southeast. The Company and its non- 
utility subsidiaries and divisions are also engaged in acquiring, marketing and arranging for the transportation and 
storage of natural gas for large-volume purchasers, and in the sale of propane to customers in the Company's three- 
state service area. 

General lnforma~ion 
PIEDMONT NAT G A  
4720 PIEDMONT ROW DR 
CHARLOTE, NC 28233 
Phone: - 
Fax: 704-365-3849 
Web: http://www.piedmontng.com 
Email: investorrelations@piedmontng.com 

Sector: Utilities 

Fiscal Year End October 
Last Reported Quarter 04/30/11 
Next EPS Date 06/07/2011 

Price and Volume Information 

Industry UTIL-GAS DISTR 

Zacks Rank 
Yesterday's Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

31.46 
32.00 
24.50 

0.26 
207,969.34 

28.5 

'YO Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

'Yo Price Change Relative to S&P 500 
2.28 4Week 0.47 

10.93 12 Week 8.31 
12.52 YTD 4.73 

71 .78 Dividend Yield 3.69% 
Dividend Information 

Annual Dividend $1.1 6 

0.00 
03/23/2011 / $0.29 

2,258.32 Payout Ratio 0.00 
4,55 Change in Payout Ratio 

11/01/2004 Last Dividend Payout / Amount 

EPS Information G o n ~ ~ n s ~ s  R ~ c o ~ m @ ~ $ a ~ i o ~ s  
Current Quarter EPS Consensus Estimate 0.67 Current (l=Strong Buy, 5=Strong Sell) 3.38 
Current Year EPS Consensus Estimate 1.58 30 Days Ago 3.38 
Estimated Long-Term EPS Growth Rate 4.80 60 Days Ago 3.43 
Next EPS Report Date 06/07/2011 90 Days Ago 3.43 

PIE EPS Growth Sales Growth 

Trailing 12 Months: 20.17 vs. Previous Quarter 1,066.67% vs. Previous Quarter: 235.92% 
PEG Ratio 4.19 

Current FY Estimate: 19.97 vs. Previous Year 1.75% vs. Previous Year -3.22% 
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Price Ratios 
Price/Book 
Price/Cash Flow 
Price / Sales 

Current Ratio 
04/30/11 
01/31/11 
10/31/10 

Net Margin 
04/30/11 
01/31/11 
10/31/10 

Inventory Turnover 
04/30/11 
01/31/11 
10/31/10 

ROE 
2.24 04/30/11 

10.59 01/31/11 
1.48 10/31/10 

Quick Ratio 
- 04/30/11 

0.78 01/31/11 
0.66 10/31/10 

Pre-Tax Margin 
- 04/30/11 

11.99 01/31/11 
15.06 10/31/10 

Debt-to-Equity 
- 04/30/11 

11.84 01/31/11 
11.93 10/31/10 

ROA 
- 04/30/11 

11.31 01/31/11 
11.31 10/31/10 

Operating Margin 
- 04/30/11 

0.62 01/31/11 
0.44 10/31/10 

Book Value 
- 04/30/11 

11.99 01/31/11 
15.06 10/31/10 

Debt to Capital 
- 04/30/11 

0.66 01/31/11 
0.70 10/31/10 

http://www.zacks.com/research/print.php?type=report&t=PNY 

3.67 
3.65 

7.36 
7.21 

14.02 
13.38 

39.82 
41.05 
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SOUTH JERSEY INDS INC (NYSE) 

I SJI 53.00 '& 0.23 (0.44%1 Vol. 48.702 
South Jersey lnds Inc. is engaged in the business of operating, through subsidiaries, various business enterprises. 
The company's most significant subsidiary is South Jersey Gas Company (SJG). SJG is a public utility company 
engaged in the purchase, transmission and sale of natural gas for residential, commercial and industrial use. SJG 
also makes off-system sales of natural gas on a wholesale basis to various customers on the interstate pipeline 
system and transports natural gas. 

Generaf lnformation 
SOUTH JERSEY IN 
1 SOUTH JERSEY PLAZA ROUTE 54 
FOLSOM, NJ 08037 
Phone: 609-561 -9000 
Fax: 609-561-8225 
Web: http://www.sjindustries.com 
Email: None 

Industry UTIL-GAS DlSTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 08/04/2011 

rice and Volume Information 

Zacks Rank 
Yesterday's Close 52.77 
52 Week High 58.03 
52 Week Low 41.96 
Beta 0.30 
20 Day Moving Average 1 13,944.45 

Target Price Consensus 59.5 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS Information 

"" 

57.5 
57. b 
56.5 
56.0 
55.5 
55.0 
54.5 
54.0 
53.5 
53.0 
52.5 

I 30-Day Closins Prices 

05-09- 11 b 6 - b 6 - i i  

YO Price Change Relative to S&P 500 
-6.14 4 Week -1.75 
-2.84 12 Week -2.06 
-0.09 YTD -2.57 

Dividend Information 

Annual Dividend $1.46 
1,580.62 Payout Ratio 0.51 

-0.01 
03/08/2011 / $0.37 

29.95 Dividend Yield 2.77% 

21.14 Change in Payout Ratio 

07/01/2005 Last Dividend Payout / Amount 

Current Quarter EPS Consensus Estimate 0.29 Current (l=Strong Buy, 5=Strong Sell) 1.50 
Current Year EPS Consensus Estimate 3.00 30 Days Ago 1.80 
Estimated Long-Term EPS Growth Rate - 60DaysAgo 1.67 
Next EPS Report Date 08/04/2011 90 Days Ago 1.57 

F ~ n d ~ ~ e n t a l  Ratios 
Pi€ EPS Growth Sales Growth 

Current FY Estimate: 17.57 vs. Previous Year 9.40% vs. Previous Year 0.80% 

PEG Ratio 

Price Ratios ROE ROA 

Trailing 12 Months: 18.58 vs. Previous Quarter 87.36% vs. Previous Quarter: 17.09% 
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Price/Book 
Price/Cash Flow 
Price /Sales 

Current Ratio 
03/31/11 
12/31 /I 0 
09/30/10 

Net Margin 
03/31/11 
1 2/31 /I 0 
09/30/10 

Inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

2.58 03/31/11 
12.54 12/31/10 

1.70 09/30/10 

Quick Ratio 
0.76 03/31/11 
0.66 12/31/10 
0.58 09/30/10 

Pre-Tax Margin 
12.73 03/31/11 
10.72 12/31/10 
11.28 09/30/10 

Debt-to-Equity 
10.02 03/31/11 
9.14 12/31/10 
7.65 09/30/10 

14.89 03/31/11 
14.42 12/31/10 
14.34 09/30/10 

Operating Margin 
0.70 03/31/11 
0.55 12/31/10 
0.41 09/30/10 

Book Value 
12.73 03/31/11 
10.72 12/31/10 
1 1.28 09/30/10 

Debt to Capital 
0.66 03/31/11 
0.60 12/31/10 
0.51 09/30/10 

4.34 
4.22 
4.32 

9.19 
8.75 
9.22 

20.42 
19.08 
18.62 

39.68 
37.36 
33.88 
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I SOUTHWEST GAS CORP (NYSE) 

swx 38.87 h0.12 (0.3tl) Val. 82,307 14:05 ET 

SOUTHWEST GAS CORP. is principally engaged in the business of purchasing,transporting, and distributing natural 
gas in portions of Arizona, Nevada,and California. The Company also engaged in financial services activities,through 
PriMerit Bank, Federal Savings Bank (PriMerit or the Bank), a wholly owned subsidiary. 

General lnfo~ma~ion 
SOUTHWEST GAS 

- - -  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry UTIL-GAS DlSTR 
Sector: Utilities 

Fiscal Year End December 
Last Reported Quarter 03/31/11 
Next EPS Date 08/08/2011 

Price and V o l u ~ e  lnformation 

Zacks Rank 
Yesterday's Close 38.75 
52 Week High 39.98 
52 Week Low 28.12 
Beta 0.73 
20 Day Moving Average 130,299.05 
Target Price Consensus 36.25 

% Price Change 
4 Week 
12 Week 
YTD 

Share Information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

EPS information 
Current Quarter EPS Consensus Estimate 
Current Year EPS Consensus Estimate 
Estimated Long-Term EPS Growth Rate 

-0.33 
1.17 
5.67 

45.80 

1,774.91 

8.47 
N/A 

0.02 
2.22 
6.00 

Next EPS Report Date 08/08/2011 

~undaMen~a~ Ratios 
PIE EPS Growth 

Current FY Estimate: 17.47 vs. Previous Year 

40.0 

39 .5  

39 .0  

38.5 

38.0 

37.5 

o + i i - i i  05-06-11 

% Price Change Relative to S&P 500 

12 Week 0.34 
4 Week -1.23 

YTD -0.84 

Dividend Information 
Dividend Yield 2.58% 
Annual Dividend $1 .oo 
Payout Ratio 0.39 
Change in Payout Ratio -0.07 
Last Dividend Payout / Amount 02/11/2011 / $0.25 

Consensus R ~ c ~ M ~ e n  
Current (1 =Strong Buy, 5=Strong Sell) 3.14 
30 Days Ago 3.50 
60 Days Ago 3.50 
90 Days Ago 3.50 

Sales Growth 
4.23% vs. Previous Year -6.03% 

Trailing 12 Months: 15.20 vs. Previous Quarter 51.02% vs. Previous Quarter: 34.25% 

PEG Ratio 2.91 

Price Ratios ROE ROA 
Price/Book 1.51 03/31/11 10.28 03/31/11 3.06 

PriceiCash Flow 1 2/3 1 /I 0 12/31 /I 0 
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Price / Sales 

Current Ratio 
03/31/11 
12/31/10 
09/30/10 

Net Margin 
03/31/11 
12/31/10 
09/30/10 

Inventory Turnover 
03/31/1 I 
12/31/10 
09/30/10 

6.67 
0.99 09/30/10 

Quick Ratio 
- 03/31/11 

0.75 12/31/10 
0.57 09/30/10 

Pre-Tax Margin 
- 03/31/11 

8.65 12/31/10 
8.62 09/30/10 

Debt-to-Equity 
- 03/31/11 
- 12/31/10 
- 09/30/10 

9.90 
10.1 6 09/30/10 

Operating Margin 
- 03/31/11 

0.75 12/31/10 
0.57 09/30/10 

Book Value 
- 03/31/11 

8.65 12/31/10 
8.62 09/30/10 

Debt to Capital 
- 03/31/11 

0.96 12/31/10 
0.96 09/30/10 

http://www .zacks.com/research/print.php?type=report&t=S W X  

2.96 
3.01 

6.56 
6.20 
6.1 8 

25.62 
24.62 

49.08 
49.02 
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Zacks.com Quotes and Research 

1 WGL HLDGS INC (NEE) 

I WGL 38.85 0.66 (1.73%) Val. 130,~26 14:OJ ET 

WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington, 
D.C. and adjoining areas in Maryland and Virginia. A distribution subsidiary serves portions of Virginia and West 
Virginia. The Company has four wholly-owned active subsidiaries that include: Shenandoah Gas Company 
(Shenandoah) is engaged in the delivery and sale of natural gas at retail in the Shenandoah Valley, including 
Winchester, Middletown, Strasburg, Stephens City and New Market, Virginia, and Martinsburg, West Virginia. 

 ene era^ ~nformat~on 
WGL HLDGS INC 
- _ _  
Phone: - 
Fax: - 
Web: - 
Email: None 

Industry 
Sector: 

UTIL-GAS DlSTR 
Utilities 

Fiscal Year End September 
Last Reported Quarter 03/31/11 
Next EPS Date 08/10/2011 

Price and Volume ~ n f ~ ~ ~ ~ t ~ o n  

Zacks Rank 
Yesterday’s Close 
52 Week High 
52 Week Low 
Beta 
20 Day Moving Average 
Target Price Consensus 

Yo Price Change 
4 Week 
12 Week 
YTD 

Share information 
Shares Outstanding 
(millions) 
Market Capitalization 
(millions) 
Short Ratio 
Last Split Date 

38.19 
N/A 

32.75 
0.26 

151,953.20 
39 

39.5 

39.0 

38.5 

38.0 

37.5 

37.0 

04-11-11 05-06-11 

Yo Price Change Relative to S&P 500 
-0.75 4 Week -1.64 
1.41 12 Week 0.57 
6.77 YTD 0.19 

Dividend Information 
51 .1 Dividend Yield 4.06% 

Annual Dividend $1.55 
1,952.01 Payout Ratio 0.69 

0.06 
04/06/2011 / $0.39 

8.69 Change in Payout Ratio 
05/02/1995 Last Dividend Payout I Amount 

EPS Information Consensus R e c o m ~ e n d a t i ~ n ~  
Current Quarter EPS Consensus Estimate -0.09 Current (l=Strong Buy, 5=Strong Sell) 2.25 
Current Year EPS Consensus Estimate 2.05 30 Days Ago 2.25 
Estimated Long-Term EPS Growth Rate 5.30 60 Days Ago 2.25 
Next EPS Report Date OW1 0/2011 90 Days Ago 2.50 

F ~ n ~ ~ m e n ~ a l  Ratios 
PIE EPS Growth Sales Growth 

Current FY Estimate: 18.59 vs. Previous Year -6.71% vs. Previous Year -3.73% 
Trailing 12 Months: 17.44 vs. Previous Quarter 50.00% vs. Previous Quarter: 27.81% 

PEG Ratio 3.54 

Price Ratios ROE ROA 
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Price/Book 1.54 03/31/11 
Price/Cash Flow 9.10 12/31/10 
Price / Sales 0.71 09/30/10 

Current Ratio 
03/31/11 
1 2/31 /I 0 
09/30/10 

Net Margin 
03/31/11 
1 2/31 /I 0 
09/30/10 

Inventory Turnover 
03/31/11 
12/31/10 
09/30/10 

Quick Ratio 
1.51 03/31/11 
1.30 12/31/10 
1.32 09/30/10 

Pre-Tax Margin 
7.91 03/31/11 
7.74 12/31/10 
6.82 09/30/10 

Debt-to-Equity 
1 1.28 03/31/11 
11.69 12/31/10 
1 1.71 09/30/10 

9.35 03/31/11 
9.82 12/31/10 
9.86 09/30/10 

Operating Margin 
1.37 03/31/11 
1.00 12/31/10 
0.83 09/30/10 

Book Value 
7.91 03/31/11 
7.74 12/31/10 
6.82 09/30/10 

Debt to Capital 
0.49 03/31/11 
0.53 12/31/10 
0.51 09/30/10 

3.01 
3.17 
3.22 

4.1 1 
4.19 
4.25 

24.73 
23.53 
22.68 

32.24 
34.15 
33.41 
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Selected Yields 

3Months Year 3Months Year 
Recent Ago Ago Recent Ago Ago 

(6/0 1/11) (3/2/1 I )  (6/02/10) (6/01/11) (3/2/11) (6/02/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 
Prime Rate 3.25 
30-day CP (Al/Pl) 0.1 8 
3-month LlBOR 0.25 
Bank CDs 
6-month 0.27 
1 -year 0.45 
5-year 1.70 
U.S. Treasury Securities 
3-month 0.04 
6-month 0.1 0 
1 -year 0.1 5 
5-year 1.59 
1 0-year 2.94 
1 0-year (inflation-protected) 0.68 
30-year 4.14 
30-year Zero 4.51 

3.25 
0.24 
0.31 

0.21 
0.29 
1.76 

0.1 2 
0.1 5 
0.23 
2.1 7 
3.47 
0.90 
4.56 
4.91 

3.25 
0.38 
0.54 

0.42 
0.70 
2.08 

0.1 4 
0.22 
0.32 
2.1 3 
3.34 
1.31 
4.24 
4.46 

I 6.00% 

5.00% 

4.00% 

3.0 0 % 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

Mas. Years 
5 10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 

1.89 
2.44 
2.40 
2.51 

4.29 
5.14 
5.14 
5.69 

2.99 
2.99 
1.16 
3.25 

5.58 
6.20 
5.53 

4.52 
5.38 

General Obligation Bonds (COS) 
1 -year Aaa 0.26 
1 -year A 1.09 
5-year Aaa 1.33 
5-year A 2.53 
1 0-year Aaa 2.73 
1 0-year A 4.22 
25/30-year Aaa 4.41 
25/30-year A 5.91 
Revenue Bonds (Revs) (25130-Year) 
Education AA 4.87 
Electric AA 5.19 
Housing AA 5.83 
Hospital AA 5.31 
Toll Road Aaa 5.07 

Federal Reserve Data 

2.75 
3.33 
3.24 
2.63 

4.75 
5.56 
5.69 
6.08 

3.34 
3.20 
1.28 
3.64 

5.77 
6.54 
5.53 

4.95 
5.57 

0.40 
1.22 
1.82 
2.76 
3.20 
4.37 
4.72 
6.25 

5.1 8 
5.30 
6.28 
5.59 
5.34 

1.73 
1.26 
1.21 
2.97 

4.89 
5.42 
5.56 
6.03 

3.38 
2.66 
1.28 
3.55 

6.00 
6.63 
5.53 

4.28 
4.84 

0.32 
1.19 
1.67 
2.54 
3.02 
4.06 
4.41 
5.51 

4.75 
4.77 
5.62 
5.13 
4.75 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels 
511 811 1 51411 1 Change 

Excess Reserves 1502022 1433322 68700 

Net Free/Borrowed Reserves 1486649 141 641 4 70235 
Borrowed Reserves 15373 16908 -1 535 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels 
511 6/11 51911 1 Change 

MI (Currency+demand deposits) 1922.1 1914.7 7.4 
M2 (M1 +savings+small t ime deposits) 8994.5 8984.1 10.4 

Average levels Over the last ... 
12 Wks. 26 Wks. 52 Wks. 
1388703 1201 785 11 10422 

18822 29166 44696 
1369881 11 7261 9 1065726 

Growth Rates Over the last... 
3 Mos. 6 Mos. 12 Mos. 
15.7% 14.1% 12.9% 
5.1% 5.0% 4.9% 
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Selected Yields 
3Months Year 

Recent Ago Ago 
(5/25/11) (2/23/11) (5/26/10) 

3Monfhs Year 
Recent Ago Ago 

6/25/11) (2/23/11) (5/26/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.05 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.58 
Prime Rate 3.25 

3-month LIBOR 0.25 
Bank CDs 
6-month 0.27 
1 -year 0.45 
5-year 1.70 
U.S. Treasury Securities 
3-month 0.05 
6-month 0.1 0 
1 -year 0.1 7 
5-year 1.76 
10-year 3.1 3 
1 0-year (inflation-protected) 0.77 

30-year Zero 4.63 

30-day CP (Al/Pl) 0.1 7 

30-year 4.28 

3.25 
0.23 
0.31 

0.21 
0.29 
1.65 

0.1 2 
0.1 5 
0.24 
2.1 7 
3.49 
0.97 
4.58 
4.94 

3.25 
0.36 
0.54 

0.42 
0.70 
2.1 2 

0.1 6 
0.22 
0.33 
2.02 
3.19 
1.25 
4.09 
4.30 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Bad666 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

2.53 
2.60 

4.45 
5.26 
5.30 
5.81 

3.08 
3.05 
1.13 
3.33 

5.34 
6.49 
5.52 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 4.55 
25-Bond Index (Revs) 5.40 
General Obligation Bonds (COS) 
1 -year Aaa 0.25 
1 -year A 1.07 

5-year A 2.53 

10-year A 4.21 
25/30-year Aaa 4.40 
25/30-year A 5.91 
Revenue Bonds (Revs) (25130-Year) 

Electric AA 5.1 9 

Hospital AA 5.31 
Toll Road Aaa 5.07 

5-year Aaa 1.33 

10-year Aaa 2.84 

Education AA 4.87 

Housing AA 5.82 

Federal Reserve Data 

2.78 
3.36 
3.27 
2.66 

4.73 
5.57 
5.66 
6.07 

3.33 
3.14 
1.26 
3.67 

5.79 
6.07 
5.52 

5.1 0 
5.60 

0.37 
1.21 
1 .a5 
2.80 

4.80 

3.36 
4.43 

6.25 

5.23 
5.37 
6.36 
5.60 
5.38 

1.51 
1.05 
1.07 
3.01 

4.67 
5.23 
5.40 
5.82 

3.26 
2.65 
1.22 
3.56 

5.96 

5.52 
6.84 

4.27 
4.86 

0.32 
1.16 
1.66 
2.54 
3.00 
3.99 
4.36 
5.46 

4.74 
4.72 
5.62 

4.72 
5.08 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average Levels Over the Last... 
511 811 1 51411 1 Change 12 Wks. 26 Wks. 52 Wks. 

15371 16908 -1 537 1 8822 29166 44696 
1502023 1433323 68700 1388703 1201 785 11 io422 

1486652 141 641 5 70237 1369881 11 7261 9 1065726 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Growth Rates Over the Last. .. 
5/9/11 5/2/11 Change 3 Mos. 6 Mos. 12 Mos. 

M I  (Currency+demand deposits) 1914.7 1937.1 -22.4 12.0% 7.2% 12.2% 
M2 (MI +savings+small time deposits) 8984.2 8992.8 -8.6 5.0% 5.0% 5.0% 

resold, storea or transmitted in any printed, electron c of ofner form. of used tor generating or market ng any prlnted or electronic publication. serv ce 01 proauct. 
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Selected Yields 
3Months Year 

Recent Ago Ago 
(5/18/11) (2/16/11) (5/19/10) 

3Months Year 
Recent Ago Ago 

(5/18/l I )  (2/16/11) (5/19/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 6.5% 2.05 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 6.5% (Gold) 2.60 
Prime Rate 
30-day CP (Al/Pl) 
3-month LIEOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 0-year (inflation-protected) 
30-year 
30-year Zero 

3.25 
0.1 6 
0.27 

0.27 
0.45 
1.71 

0.04 
0.08 
0.1 7 
1.85 
3.1 8 
0.78 
4.30 
4.63 

3.25 
0.31 
0.31 

0.21 
0.29 
1.65 

0.1 1 
0.1 5 
0.27 
2.35 
3.62 
1.25 
4.68 
5.01 

3.25 
0.33 
0.48 

0.25 
0.43 
1.99 

0.1 6 
0.22 
0.33 
2.1 2 
3.37 
1.29 
4.24 
4.46 

FNMA 6.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadEBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

2.53 
2.60 

4.52 
5.25 
5.30 
5.79 

3.23 
3.12 
1.16 
3.39 

5.71 
6.48 
5.52 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

;r 
6 

10s. 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 4.61 
25-Bond Index (Revs) 5.41 
General Obligation Bonds (COS) 
1 -year Aaa 0.25 
1 -year A 1.10 
5-year Aaa 1.34 
5-year A 2.53 
1 0-year Aaa 2.84 
1 0-year A 4.21 
25/30-year Aaa 4.43 
25/30-year A 5.95 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 4.91 
Electric AA 5.1 9 
Housing AA 5.86 

Toll Road Aaa 5.07 
Hospital AA 5.35 

Federal Reserve Data 

2.96 
3.51 
3.45 
2.66 

4.85 
5.65 
5.77 
6.1 5 

3.50 
3.24 
1.36 
3.81 

5.79 
6.07 
5.52 

5.29 
5.67 

0.38 
1.16 
1.95 
2.87 
3.52 
4.52 
4.94 
6.25 

5.33 
5.48 
6.42 
5.71 
5.46 

1.70 
1.14 
1.19 
3.01 

4.74 
5.37 
5.53 
5.93 

3.40 
2.77 
1.30 
3.66 

6.01 
6.56 
5.52 

4.32 
4.90 

0.37 
1.20 
1.76 
2.70 
3.12 
4.09 
4.39 
5.46 

4.74 
4.74 
5.64 
5.08 
4.72 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Seasonally Adjusted) 

Recent levels Average levels Over the Last... 
5/4/11 4/20/11 Change 12 Wks. 26 Wks. 52 Wks. 

1433322 1474432 -41110 13301 96 11 63742 10921 80 
16908 17930 -1 022 19864 31461 47019 

141 641 4 1456502 -40088 1310332 1132281 1045161 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Growth Rates Over the last ... 
5/2/11 4/25/11 Change 3 Mos. 6 Mos. 12 Mos. 

M2 (M1 +savings+small t ime deposits) 8992.6 8964.5 28.1 5.7% 4.9% 5.1 % 
M1 (Currency+demand deposits) 1937.1 191 6.9 20.2 8.9% 19.9% 12.3% 

resola stored or ttansm lied in any printed, eleclrnn c 01 ntner lotm, or Jsed lor generating or marketlng any pr.nted or electronic publ.cal'on. S e r w e  01 ptodLct. 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/11/11) (2/09/11) (5/12/10) 

3Months Year 
4 0  Recent Ago 

(5/11/11) (2/09/11) (5/12/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 
Prime Rate 3.25 

3-month LiBOR 0.26 
Bank CDs 
6-month 0.28 
1 -year 0.46 
5-year 1.71 
U.S. Treasury Securities 
3-month 0.02 
6-month 0.07 
1 -year 0.1 7 
5-year 1.85 
1 0-year 3.16 
10-year (inflation-protected) 0.64 
30-year 4.30 
30-year Zero 4.66 

30-day CP (Al/Pl) 0.1 5 
3.25 
0.31 
0.31 

0.21 
0.29 
1.65 

0.1 3 
0.1 6 
0.29 
2.33 
3.65 
1.20 
4.71 
5.02 

3.25 
0.32 
0.43 

0.25 
0.43 
1.99 

0.1 5 
0.22 
0.38 
2.28 
3.57 
1.25 
4.48 
4.75 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% L Z  
3 6  
Mas. Years 

/ 
-Current 

- Year-Ago 

3 5  10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond index (COS) 
25-Bond Index (Revs) 

2.25 
2.70 
2.60 
2.60 

4.51 
5.26 
5.33 
5.78 

3.22 
3.1 3 
1.13 
3.44 

6.1 8 
6.47 
5.51 

4.69 
5.45 

General Obligation Bonds (COS) 
1 -year Aaa 0.28 
1 -year A 1.15 
5-year Aaa 1.48 
5-year A 2.59 
1 0-year Aaa 2.96 
1 0-year A 4.24 
25/30-year Aaa 4.48 
25/30-year A 6.01 
Revenue Bonds (Revs) (2513O-Year) 
Education AA 4.98 
Electric AA 5.24 
Housing AA 5.91 

Toll Road Aaa 5.1 7 
Hospital AA 5.45 

3.1 7 
3.78 
3.68 
2.66 

4.94 
5.67 
5.82 
6.22 

3.45 
3.31 
1.34 
3.87 

5.80 
6.06 
5.51 

5.25 
5.63 

0.39 
1.16 
1.96 
2.87 
3.57 
4.54 
4.97 
6.26 

5.35 
5.48 
6.44 
5.71 
5.48 

2.04 
1.73 
2.28 
3.01 

4.87 
5.55 
5.72 
6.1 0 

3.60 
2.94 
1.31 
3.85 

6.02 
6.74 
5.51 

4.29 
4.89 

0.39 
1.19 
1.82 
2.73 
3.16 
4.1 3 
4.40 
5.47 

4.75 
4.75 
5.65 
5.09 
4.73 

Federal Reserve Data 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last... 
5/4/11 4/20/11 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1433323 1474433 -41110 1330196 1163742 1092180 
Borrowed Reserves 16908 17930 -1 022 19864 31461 47019 
Net Free/Borrowed Reserves 141 641 5 1456503 -40088 1310332 1132281 1045161 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Growth Rates Over the last ... 
4/25/11 4/18/11 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 191 7.0 1888.7 28.3 12.7% 14.5% 13.0% 
M2 (M1 +savings+smalI t ime deposits) 8964.7 8940.7 24.0 6.3% 4.7% 4.9% 

0 201 1, VaLe d e  Pudisn ng LLC All rlgnls reserve0 Factual material IS oolainen lrom sources oel even Io be re1 anle and is provlned w mod hananl es of any d nd ThE PUBLIShER 
IS hOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS hEREIN. Tn s pLbl cai on s stnclty lor sLbscr ners nnn non-commerc al nlernal Lse No part 01 I may be reprw.ced. 
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Selected Yields 
3Months Year 

Recent Ago Ago 
(5/04/11) (2/02/11) (5/05/10) 

3Months Year 
Recent Ago Ago 

(5/04/11) (2/02/11) (5/05/10) 

TAXABLE 
Market Rates 
Discount Rate 0.75 
Federal Funds 0.00-0.25 
Prime Rate 3.25 

3-month LIBOR 0.27 
Bank CDs 
6-month 0.28 
1 -year 0.46 
5-year 1.71 
U.S. Treasury Securities 
3-month 0.02 
6-month 0.06 
1 -year 0.1 8 

1 0-year 3.22 
1 0-year (inflation-protected) 0.66 
30-year 4.32 
30-year Zero 4.66 

30-day CP (Al/Pl) 0.22 

5-year 1.94 

0.75 
0.00-0.25 

3.25 
0.25 
0.31 

0.30 
0.48 
1.59 

0.1 5 
0.1 7 
0.26 
2.09 
3.48 
1.02 
4.62 
4.96 

0.75 
0.00-0.25 

3.25 
0.25 
0.36 

0.25 
0.43 
1.99 

0.1 5 
0.21 
0.38 
2.29 
3.54 
1.27 
4.39 
4.62 

6.0 0% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

Mos. Years 
3 5  10 30 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Gold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 

2.56 
2.90 
2.81 
2.53 

4.48 
5.26 
5.39 
5.84 

3.12 
3.30 
1.21 
3.80 

6.06 
6.47 
5.51 

4.86 
5.51 

General Obligation Bonds (COS) 
1 -year Aaa 0.31 
1 -year A 1.17 

5-year A 2.67 
1 0-year Aaa 3.1 0 

25/30-year Aaa 4.58 
25/30-year A 6.04 
Revenue Bonds (Revs) (2513O-Year) 
Education AA 5.07 
Electric AA 5.26 

5-year Aaa 1.57 

1 0-year A 4.35 

Housing AA 5.95 
Hospital AA 5.55 
Toll Road Aaa 5.24 

Federal Reserve Data 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels 
412011 1 41611 1 Change 
1474433 1431443 42990 

17930 191 96 -1 266 
1456503 141 2247 44256 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels 
411 8/11 411 1 111 Change 

MI (Currency+demand deposits) 1888.6 1883.8 4.8 
M2 (MI +savings+small t ime deposits) 8940.6 8928.2 12.4 

3.06 
3.45 
3.27 
2.66 

4.86 
5.63 
5.78 
6.1 8 

3.38 
3.26 
1.23 
3.76 

5.79 
6.05 
5.50 

5.25 
5.61 

0.39 
1.17 
1.90 
2.82 
3.51 
4.50 
4.92 
6.24 

5.33 
5.48 
6.41 
5.69 
5.46 

2.45 
1.96 
2.50 
3.01 

4.80 
5.42 
5.59 
6.03 

3.54 
2.86 
1.29 
3.82 

5.59 
6.68 
5.51 

4.37 
4.91 

0.38 
1.19 
1.80 
2.73 
3.1 6 
4.1 2 
4.42 
5.51 

4.74 
4.77 
5.65 
5.1 3 
4.73 

Average levels Over the last ... 
12 Wks. 26 Wks. 52 Wks. 
1274154 1131440 1078169 

21 035 33743 49335 
12531 20 1097698 1028833 

Growth Rates Over the last.. . 
3 Mos. 6 Mos. 12 Mos. 
8.2% 12.3% 10.9% 
3.6% 4.5% 5.1 Yo 
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Selected Yields 

3Months Year 
Ago Recent Ago 

(4/27/11) (1/26/11) (4/28/10) 

3Months Year 
Ago Recent Ago 

(4/27/11) (1/26/11) (4/28/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.72 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.94 
Prime Rate 3.25 
30-day CP (Al/Pl) 0.24 
3-month LIBOR 0.27 
Bank CDs 
6-month 0.28 
1 -year 0.46 
5-year 1.71 
U.S. Treasury Securities 
3-month 0.05 
6-month 0.1 1 
1 -year 0.20 
5-year 2.02 

30-year 4.45 
30-year Zero 4.79 

1 0-year 3.36 
1 0-year (inflation-protected) 0.77 

3.25 
0.27 
0.30 

0.31 
0.49 
1.65 

0.1 5 
0.1 7 
0.26 
1.99 
3.42 
1.03 
4.59 
4.93 

3.25 
0.22 
0.34 

0.25 
0.43 
1.99 

0.1 5 
0.23 
0.38 
2.50 
3.76 
1.37 
4.63 
4.89 

Treasury Security Yield Curve 
6.00% 

5.0 0% 

4.00% 

3.00% 

2.0 0% 

1 .OO% 

0.00% 
3 6 1  
Mos. Years 

/ 
/ -Current 

- Year-Ago 

3 5  10 

/ 
/ -Current 

- Year-Ago 

3 5  10 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

2.87 
2.62 

4.68 
5.40 
5.53 
5.95 

3.27 
3.29 
1.22 
3.57 

5.65 
6.46 
5.50 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 4.98 
25-Bond Index (Revs) 5.54 
General Obligation Bonds (COS) 
1 -year Aaa 0.27 
1 -year A 1.13 
5-year Aaa 1.66 
5-year A 2.75 
1 0-year Aaa 3.28 
1 0-year A 4.41 

25/30-year A 6.07 
Revenue Bonds (Revs) (25/30-Year) 
Education AA 5.1 5 
Electric AA 5.28 

Hospital AA 5.60 
Toll Road Aaa 5.29 

25/30-year Aaa 4.75 

Housing AA 5.97 

Federal Reserve Data 

2.90 
3.19 
3.06 
2.72 

4.73 
5.52 
5.64 
6.10 

3.31 
3.1 9 
1.24 
3.69 

5.79 
6.52 
5.50 

5.41 
5.66 

0.41 
1.28 
1.91 
2.96 
3.60 
4.49 
5.06 
6.27 

5.46 
5.57 
6.44 
5.75 
5.60 

2.25 
1.88 
2.41 
2.76 

4.99 
5.66 
5.77 
6.23 

3.67 
3.04 
1.29 
3.94 

6.21 
6.64 
5.50 

4.37 
4.93 

0.38 
1.16 
1.79 
2.77 
3.1 6 
4.1 3 
4.44 
5.51 

4.79 
4.77 
5.70 
5.1 5 
4.73 

Excess Reserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last... 
4/20/11 4/6/11 Change 12 Wks. 26 Wks. 52 Wks. 
1474421 1431443 42978 12741 52 11 31 439 10781 68 

17930 191 96 -1 266 21 035 33743 49335 
1456491 1412247 44244 12531 17 1097696 1028833 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Growth Rates Over the last... 
4/11/11 4/4/11 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 1883.7 1903.6 -1 9.9 14.3% 9.8% 10.8% 
M2 (M1 +savings+smalI t ime deposits) 8928.1 8922.4 5.7 5.2% 4.3% 4.8% 

resold, stored or transmitted in any printed. electron c or otner form, or Jsed tor general ng or marnel ng any pr nteo or electronic p ~ o l  cat.on. serr ce or prodbct. 
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6.00% 

5.00% - 

4.00% - 

3.00% - 

2.00% - 

1 .OQ% - 

0.00% 

Selected Yields 

-Current 
/F - Year-Ago - 

3Months Year 
Recent Ago Ago 

(4/20/11) (1/19/11) (4/21/10) 

3 Months 
Recent Ago 

(4/20/11) (1/19/11) 

TAXABLE 
Market Rates 
Discount Rate 0.75 

Prime Rate 3.25 

3-month LIBOR 0.27 
Bank CDs 
6-month 0.29 
1 -year 0.47 
5-year 1.71 
U.S. Treasury Securities 
3-month 0.06 
6-month 0.1 1 
1 -year 0.21 
5-year 2.1 2 

30-year 4.47 
30-year Zero 4.79 

Federal Funds 0.00-0.25 

30-day CP (Al/Pl) 0.1 7 

1 0-year 3.41 
1 0-year (inflation-protected) 0.78 

0.75 
0.00-0.25 

3.25 
0.27 
0.30 

0.30 
0.48 
1.60 

0.1 5 
0.1 8 
0.25 
1.93 
3.34 
0.93 
4.53 
4.87 

0.75 
0.00-0.25 

3.25 
0.22 
0.31 

0.25 
0.43 
1.99 

0.1 5 
0.23 
0.40 
2.49 
3.74 
1.40 
4.62 
4.87 

Treasury Security Yield Curve 

I Mas. Years I 

Mortgage-Backed Securities 

FHLMC 5.5% (Gold) 

FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Uti I ity (25/30-year) BadB B B 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

GNMA 5.5% 

FNMA 5.5% 

2.85 2.38 
3.07 3.03 
2.99 2.89 
2.62 2.72 

4.71 4.78 
5.45 5.57 
5.57 5.72 
6.03 6.1 5 

3.33 3.24 
3.31 3.1 1 
1.24 1.27 
3.58 3.64 

5.59 5.79 
6.45 6.04 
5.49 5.49 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 5.06 
25-Bond Index (Revs) 5.58 
General Obligation Bonds (COS) 
1 -year Aaa 0.33 
1 -year A 1.18 
5-year Aaa 1.74 
5-year A 2.81 
1 0-year Aaa 3.37 
1 0-year A 4.49 
25130-year Aaa 4.80 
25130-year A 6.1 2 
Revenue Bonds (Revs) (25130-Year) 
Education AA 5.19 
Electric AA 5.32 
Housing AA 6.01 
Hospital AA 5.65 
Toll Road Aaa 5.33 

Federal Reserve Data 

5.39 
5.60 

0.39 
1.32 
1.90 
3.00 
3.58 
4.54 
5.1 8 
6.31 

5.56 
5.57 
6.42 
5.73 
5.63 

2.24 
1.86 
2.42 
2.76 

5.03 
5.61 
5.76 
6.1 9 

3.72 
3.08 
1.34 
4.02 

5.92 
6.59 
5.49 

4.43 
4.96 

0.43 
1.16 
1.83 
2.86 
3.22 
4.22 
4.44 
5.51 

4.79 
4.77 
5.73 
5.1 5 
4.76 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average Levels Over the last... 
41611 1 312311 1 Change 12 Wks. 26 Wks. 52 Wks. 

Excess Reserves 1431 443 1366438 65005 1207727 1094946 1064070 
191 96 19926 -730 24841 36026 51802 

Net FreeIBorrowed Reserves 1412247 1346512 65735 11 82886 1058920 101 2268 
Borrowed Reserves 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Growth Rates Over the Last ... 
41411 1 312811 1 Change 3 Mos. 6 Mos. 12 Mos. 

M 1  (Currency+demand deposits) 1904.9 1903.8 1.1 17.1 % 13.8% 13.2% 
M 2  (M1 +savings+small t ime deposits) 8923.7 8897.5 26.2 5.4% 4.4% 4.7% 
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Selected Yields 
3Monfhs Year 

Recent Ago Ago 
(4/13/11) (1/12/11) (4/14/10) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.97 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 3.32 
Prime Rate 3.25 3.25 3.25 

3-month LlBOR 0.28 0.30 0.30 
Bank CDs 
6-month 0.29 0.30 0.25 
1 -year 0.47 0.48 0.43 
5-year 1.71 1.57 1.99 
U.S. Treasury Securities 
3-month 0.05 0.1 4 0.1 5 
6-month 0.1 0 0.1 7 0.23 
1 -year 0.22 0.26 0.43 
5-year 2.1 7 1.98 2.60 
1 0-year 3.46 3.37 3.86 
1 0-year (inflation-protected) 0.84 0.93 1.51 

30-day CP (Al/Pl) 0.23 0.27 0.20 

30-year 4.54 4.53 4.73 
30-year Zero 4.88 4.86 4.99 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2 .OO% 

1 .OO% 

0.00% 
3 

, 
-Current 

- Year-Ago 

3 5  10 
Mas. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial A 
Financial Adjustable A 

3.22 
2.62 

4.72 
5.52 
5.66 
6.05 

3.37 
3.44 
1.32 
3.71 

5.83 
6.44 
5.49 

TAX-EXEMPT 
Bond Buyer indexes 
20-Bond Index (GOs) 5.04 
25-Bond Index (Revs) 5.61 
General Obligation Bonds (COS) 
1 -year Aaa 0.34 

5-year Aaa 1.83 
5-year A 2.89 
1 0-year Aaa 3.46 
1 0-year A 4.62 
25/30-year Aaa 4.86 
25/30-year A 6.1 3 
Revenue Bonds (Revs) (25130-Year) 
Education AA 5.19 
Electric AA 5.34 
Housing AA 6.1 6 
Hospital AA 5.65 
Toll Road Aaa 5.33 

1 -year A 1.20 

Federal Reserve Data 

3 Months 
Ago 

(1/12/11) 

2.61 
3.14 
2.99 
2.72 

4.80 
5.58 
5.77 
6.1 7 

3.26 
3.05 
1.18 
3.64 

5.79 
6.03 
5.49 

5.08 
5.44 

0.41 
1.28 
1.79 
2.92 
3.38 
4.38 
4.94 
5.97 

5.31 
5.30 
6.1 3 
5.43 
5.35 

2.52 
1.83 
2.1 4 
2.76 

5.22 
5.76 
5.89 
6.35 

3.71 
3.14 
1.38 
4.03 

5.99 
6.60 
5.49 

4.45 
4.96 

0.43 
1.18 
1.87 
2.85 
3.30 
4.27 
4.45 
5.51 

4.81 
4.79 
5.75 
5.1 5 
4.78 

Excess Reserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels Average levels Over the last ... 
4/6/11 3/23/11 Change 12 Wks. 26 Wks. 52 Wks. 

1431446 1366438 65008 1207727 1094946 1064070 
191 96 19926 -730 24841 36026 51 802 

1412250 1346512 65738 11 82886 1058920 101 2268 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Growth Rates Over the last... 
3/28/1 1 312111 1 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+dernand deposits) 1903.6 1891.8 11.8 14.4% 14.8% 11.2% 
M2 (MI +savings+small t ime deposits) 8897.3 8898.4 -1.1 2.8% 3.9% 4.4% 

resolo store0 or transm tted in any pnnted. electron c or m e r  form, of use0 for generating or marketing any p i  nted or electron c pJol,cation, sew ce or prodmt. 
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=$ Ann'l Total 

. - . 

M J J A S O N D J  
0 0 0 0 0 0 0 0 0  

0 0 0 0 0 0 0 0 0  
istitutlonal Decis ions 

. . . - - - - - I - -  I 12.5% I 10.0% I 10.0% 1 10.0% IAFUDC X to Net Profit 1 15.0% 

iBu; I~ '?! I "I?!! I 'Ti 1 ~~~~~~ 

iMl 107 119 traded 
IM'sOW 154379 149349 145430 
995 1996 1997 1998 1999 2000 

. - 

APITAL STRUCTURE as of 12/31/10 
Dtal Debt $5478.3 mill. Due in 5 Y n  $201.9 mill. 
r Debt $5433.5 mill. 
otal interest coverage: 2 .4~ )  

eases, Uncapitalized: Annual rentals $25.7 mill. 
ension Assets-l2/10 $861.0 mill 

fd Stock $23.9 mill. 

ommon Stock 175,211,592 shs. 
5 of 2/22/11 

LT Interest $315.0 mill, 
(57% of Cap'l) 

Oblig. $1285.5 mill. 
Pfd Div'd NMF 

- - - - - - 1 - -  I 8692.8 I 9245.7 18750.2 I 9289.0 I 9561.3 1 9850 I 10100 ITotalCapital ($mill) I 10600 

IARKET CAP: $4.9 billion (Mid Cap) 
URRENT POSITION 2008 2009 

- - _ _  _ _  
._ 

($MILL.) 
ash Assets 9.5 22.3 

408.2 476.8 ither 
urrent Assets 417.7 499.1 

-- 

. - - - - - - -  NMF NMF 3.7% 3.8% 4.4% 4.5% 5.0% ReturnonTotal'Cap'l 5.5% 

._ _. _ _  - -  NMF NMF 4.6% 5.2% 6.5% 7.0% 7.5% Return on Shr. Equity 9.0% 

._ _. _ _  - -  NMF NMF 4.6% 5.2% 6.5% 7.0% 7.5% Return on Com Equity 9.0% 

._ ._ _ _  - -  NMF NMF 3.0% 1.8% 2.8% 3.5% 3.5% Retained toCom Eq 4.5% 
12/31 /I 0 

13.1 
521.2 
534.3 

igs may not sum due to rounding. 
ividends to be paid in February, May, Au- 
and November. 1 Div. reinvestment avail- 

.. . . 
ccts Payable 149.8 138.6 199.2 
sebt Due 654.8 173.6 44.8 

300.2 295.2 530.5 ither 
urrent Liab. 1104.8 607.4 774.5 
ix.Chg.Cov. 197% 210% 237% 
NNUAL RATES Past Past Est'd '08-'10 
change(persh) 1OYrs. 5Yrs. to'14-'16 _ _  3.5% - -  5.0% _ _  8.5% arnings _ _  

- _  8.0% ividends _ _  
ook Value _ -  - -  -5% 

--- 

.evenues - -  
:ash Flow" _ _  

C in millions. Company's Financial Strength B 
85 

lion, $7.15/share. Price Growth Persistence NMF 
Earninas Predictabilitv 10 

[Dl Includes intangibles. In 2010: $1.251 bil- Stock's Price Stabllity 

!009 

1 Diluted earnings. Excludes nonrecurring 
ins (losses): '08, ($4.62); '09, ($2.63). Dis- 

!xt earnings repolt due eady May. Qualterly 
ntinued operations: '06, (4$). 

- -  I .- I - -  I - -  1 - -  18720.6 19318.0 19991.8 I 10524 I 11059 1 11450 I 11875 1NetPlantfSmilll I 13150 

- - I  - -  I - -  I - -  1 - -  I - -  I .- I 34% I 65% I 56% 1 54% I 53% /AllDiv'dstoNetProf 1 52% 
BUSINESS: American Water Works Company, Inc. is the largest market accounting for over 19% of revenues. Has roughly 7,000 
investor-owned water and wastewater utility in the US., providing employees. Depreciation rate, 2.5% in ' IO .  BlackRock, Inc., owns 
services to over 15 million people in over 30 states and Canada. Its 6.9% of the common stock outstanding. Off. 8 dir. own less than 
nonreguiated business assists municipalities and military bases 1%. President 8 CEO; Jeffrey Sterba. Chairman; George Macken- 
with the maintenance and upkeep as well. Regulated operations zie. Address: 1025 Laurel Oak Road, Voohees, NJ 08043. Tele- 
made UD over 89% of 2010 revenues. New Jersev is its biaaest Dhone: 856-346-8200. Internet: www.amwater.com. 

American Water Works closed out a 
healthy 2010 campaign in solid, albeit 
not as strong as we predicted, fashion. 
The country's biggest water utility posted 
share earnings of $0.23, 10% better than 
the year before, but half of what we were 
anticipating. Revenues advanced a slower- 
than-expected 11%, to roughly $665 mil- 
lion, benefiting from new rate awards and 
gea ter  military demand. 

e look for growth to continue slow- 
ing this year. The high end of manage- 
ment's earnings guidance ($1.65 to  $1.75 a 
share) appears a little too bullish in our 
opinion, given the tough comparisons and 
the continuously rising costs of doing busi- 
ness in this space. Indeed, infrastructure 
expenses are likely to remain on an up- 
swing. as many systems are decaying and 
in need of significant, if not complete, 
overhauls. American is not exactly flush 
with cash though and will need to  look to  
outside financiers to foot the bill. The in- 
creased debt load and/or higher share 
count will dilute share-net gains. 
We have introduced our 2012 es- 
timates with similar trends in mind. 
True, American continues to make inroads 

with military bases, and these non- 
regulated ventures should remain profita- 
ble, but the company remains for all in- 
tents and purposes, a heavily regulated 
business. Although regulatory commis- 
sions have been far more-business friendly 
of late, there is no way of getting around 
the need to  maintain the nation's water- 
ways and pipelines. These infrastructure 
costs, and the associated financing ex- 
penses, ought to keep share-earnings 
growth in single-digit territory next year 
and thereafter out to mid-decade. 
These shares are ranked 1 (Highest) 
for Timeliness, thanks to recent 
share-price momentum. They have been 
on a steady climb upward since last sum- 
mer, and are up nearly 30% in all. 
This issue looks to be undervalued ac- 
cording to our projections. Despite the 
financial constraints we envision, price ap- 
preciation potential out to mid-decade is 
on par with the Value Line average. Trac- 
tion in nonregulated areas ought to help 
pick up some of the slack. Meanwhile, the 
dividend adds to the issue's 3- to 5-year 
total-return appeal. 
Andre J. Costanza April 22, 2011 

0 2011 ValLe Line PJblishn LLC All 11 Ms reserved 'Factual malcrial is oblaincd horn sobices believed to k'rellabe an0 s provdco wNi0~1 Wdrranlics 01 any knd 
THE PUBLISrlER IS NOT RE&OhSIBLE?OR AhV ERRORS OR OMISSIONS rlERElh Ths pJbllcabon ts su.ct~y IN sdosciibcr's o w .  non-commerca, internal use ho part 
01 I may oe reproduced. resdd. Iuw oi tfanmned n any pdned. emionic or mer lorn. or L)eo IW generaunq u maheung any p nlw or e1ecuon.c p.olcaton. service or proad. 

http://www.amwater.com
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INTRODUCTION 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, position, employer and address. 

Rodney L. Moore, Public Utilities Analyst V 

Residential Utility Consumer Office 

11 10 West Washington Street, Suite 220 

Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the utility 

regulation field. 

Appendix 1, which is attached to this testimony, describes my educational 

background and includes a list of the rate case and regulatory matters in 

which I have participated. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s rate base, operating 

income and overall revenue require men t recommend at ions regard i ng 

Arizona-American Water Company’s (“Company” or “AAWC”) application 

for a determination of the current fair value of its utility plant and property 

and for increases in its rates and charges based thereon for utility service 

by its Agua Fria Water District (“Agua Fria”), Havasu Water District 

(“Havasu”) and Mohave Water District (“Mohave”). The test year utilized 

by the Company in connection with the preparation of this application is 

the 12-month period that ended June 30, 2010. 
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BACKGROUND 

Q. 

A. 

Please describe your work effort on this project. 

I obtained and reviewed data and performed analytical procedures 

necessary to understand the Company’s filing as it relates to rate base, 

operating income, the Company’s overall revenue requirement and rate 

design. My recommendations are based on these analyses. Procedures 

performed include the in-house formulation and analysis of several sets of 

data requests, the review and analysis of Company responses to 

Commission Staff data requests, conversations with Company personnel 

and the review of prior ACC dockets related to AAWC. 

RUCO’s participation in this proceeding is the cumulative effort of RUCO 

witnesses; myself (Rodney L. Moore), William A. Rigsby, Royce A. Duffett, 

P.E. and Thomas H. Fish, Ph.D. 

I reviewed and analyzed the rate base and revenue requirement of the 

water Districts. Also, I reviewed and analyzed rate design issues. Mr. 

Rigsby will provide an analysis of cost of capital. Furthermore, Mr. Rigsby 

will provide an analysis from RUCO’s perspective of the potential 

ratepayer benefits to be derived from the Company’s proposed 

Infrastructure System Replacement Surcharge Program (“ISRS”). Mr. 

Duffett and Mr. Fish will provide an engineering analysis of the White 

Tanks facility (Agua Fria), the Route 303 Water Line Relocation (Agua 
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Fria), the Big Bend Acres Storage Tank (Mohave) and the Lake Mohave 

Highlands Storage Tank (Mohave). 

2. 

4. 

2. 

4. 

Are there any other aspects of this filing which may influence RUCO’s 

determination of the appropriate increase to the Company’s revenue 

requirement? 

Yes, RUCO is in the process of acquiring the expertise of a professional 

engineer to conduct an engineering analysis to determine if the 

Company’s investment in the White Tanks plant was prudent and 

reasonable, and whether the plant is currently used and useful. The 

analysis will also verify the accuracy of all of the capacity and flow figures 

provided by the Company related to the plant as well as any of the 

operating expenses associated with the plant. 

Please identify the exhibits you are sponsoring. 

I am sponsoring Schedules for Agua Fria (“AF”), Havasu (“H”) and 

Mohave rM”) numbered RLM-1 through RLM-16. 
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REVENUE REQUIREMENTS 

Q. 

A. 

Please summarize the results of RUCO’s analysis of the Company’s filing 

and state RUCO’s recommended revenue requirement. 

As outlined in Schedule RLM-1, RUCO recommended that the increase in 

the Company’s revenue requirement not exceed, subject to subsequent 

modifications by RUCO’s engineering witness: 

AAWC RUCO DIFFERENCE 

Agua Fria $1 7,524,862 $8,637,951 ($8,886,911) 

Havasu $632,015 $575,611 ($56,4 0 3) 

Mohave $2,236,75 1 $1,697,143 ($539,607) 

RUCO’s preliminary recommended revenue requirement percentage 

increase versus the Company’s proposal, subject to subsequent 

modifications of RUCO’s engineering witness is: 

AAWC RUCO DIFFERENCE 

Agua Fria 72.08% 35.41 % (36.67%) 

Havasu 49.92% 44.95% (4.97%) 

Mohave 45.61 % 34.07% (1 1.54%) 

RUCO’s preliminary recommended Fair Value Rate Base (IIFVRB”) based 

on the Original Cost Rate Base (I‘OCRB”), subject to subsequent 

modifications of RUCO’s engineering witness is: 

AAWC RUCO DIFFERENCE 

Agua Fria $1 34,004,764 $99,675,677 $34,329,087 

Havasu $3,627,542 $3,630,812 $3,271 

Mohave $1 1,567,057 $1 0,292,864 ($1,274,193) 
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RUCO’s preliminary recommended required operating income, subject to 

subsequent modifications of RUCO’s engineering witness is: 

AAWC RUCO DIFFERENCE 

Agua Fria $1 1,122,395 $6,172,881 ($4,949,515) 

Havasu $301,086 $224,855 ($76,231) 

Mohave $960,066 $637,434 ($322,632) 

SUMMARY OF ADJUSTMENTS 

Q. 

4. 

Q. 

4. 

Was RUCO able to quantify all discrepancies identified during the 

discovery phase of this proceeding? 

No. Through the analytic process, RUCO and Staff did identify prudent 

revisions to the Company’s filing. Some of these revisions require AAWC 

to restate the values of several adjustments through an extensive 

recomputing of the Company’s workpapers. Therefore, these specific 

adjustments are identified on my Schedules in name only. The Company 

has stated it will provide updated information in rebuttal testimony. Thus, 

RUCO will analyze and discuss these specific adjustments in surrebuttal 

testimony. 

Which specific adjustments will AAWC address in its rebuttal testimony? 

The adjustments identified by the Company, which will be revised in 

rebuttal testimony, are as follows: 

Reclassified Plant to the Correct Account Code in the Havasu 

Water District; 

Identify Assets Transferred to the Havasu Water District; 
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Annualized Payroll Expense; 

Annualized Purchased Water Expense in Agua Fria; 

Annualized Purchased Power Expense; 

Annualized Management Fees Expense; 

Management Fees - Other Expense; 

Management Fees - One-Time Service Charges; 

Annualized Group Insurance Expense; 

Annualized Pension Expense; and 

Annualized 401 (k) Expense. 

Q. 

A. 

Did RUCO find areas of substantial agreement with the Company’s filing 

in this procedure? 

Yes. RUCO is in substantial agreement with several of the Company’s 

pro-forma adjustments subject to subsequent modifications by RUCO’s 

engineering witness. RUCO reserves the right to alter its position if 

additional evidence is produced in this case, which warrants RUCO to 

reconsider its position. RUCO did not make any adjustments to the 

following Company pro-forma adjustments identified as: 

Adjust Accumulated Depreciation for (Over) Under Depreciation; 

Allocate Corporate to Districts; 

Deferred Debits; 

Decrease CIAC for CWIP; 

Adjustment of Staff Removals per Decision 67093; 

Remove Acquisition Adjustment; 

White Tanks Plant Deferral; 

Unbilled Revenue; 

Annualize Rate Increase; 

Annualize Year-End Customers; 
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Correct Billing Errors; 

Annualize Purchased Water Expenses in Havasu and Mohave; 

Annualize Other Post Employment Benefits (“OPEBs”); 

Insurance Other Than Group Expense; 

Annualize Postage Increase; 

Rents; 

Line 21 Clean-up; 

Water Testing Expense; 

Tank Maintenance Expense; 

Remove Other Income & Deductions; 

Interest Synchronization; and 

White Tanks Expenses. 

Q. 

A. 

Please summarize the adjustments to the rate base and operating income 

in your direct testimony. 

My direct testimony addresses the following issues: 

Rate Base 

RUCO Rate Base Adiustment No. 1 - Reclassified Plant - Havasu ONLY 

- The Company will quantify this adjustment in rebuttal testimony by 

reclassifying the costs of a filter-rebuild to the “Capital Equipment” account 

and remove the expense from the “Media Cost” account. This adjustment 

was identified in the Company’s response to Staff data request 4.1. 

RUCO Rate Base Adjustment No. 2 - Plant Asset Transfer - Havasu 

ONLY - The Company will quantify this adjustment in rebuttal testimony by 

initiating an asset transfer to confirm a backhoe which was transferred 

10 
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from the Company’s Paradise Valley District to Havasu as identified in the 

Company’s response to Staff data request 4.5. 

RUCO Rate Base Adjustment No. 3 - Customer Security Deposits - This 

adjustment is based on the recent ACC Decision No. 72251, dated April 7, 

201 1, and recognizes customer security deposits as a deduction from rate 

base. 

RUCO Rate Base Adjustment No. 4 - Purchase of New Vehicles - Aqua 

Fria ONLY - This adjustment is based on the Company’s response to Staff 

data request 7.5 to recognize six pick-up trucks purchased in June 2010 

for the White Tanks Regional Water Treatment Plant (“White Tanks”), but 

were not recorded in the test year plant balance. RUCO disallowed rate 

base treatment for one vehicle deemed unnecessary. 

RUCO Rate Base Adjustment No. 5 - Big Bend Acres Storage Tank - 

Mohave ONLY - This adjustment disallowed rate base treatment of the 

storage tank for lack of prudency as reflected in the testimonies of RUCO 

witnesses Royce A. Duffett, P.E. and Thomas H. Fish, Ph.D. 

RUCO Rate Base Adiustment No. 6 - Lake Mohave Highlands Storage 

Tank - Mohave ONLY - This adjustment disallowed rate base treatment 

of the storage tank because it was placed in service post-test year as 

reflected in the testimonies of RUCO witnesses Royce A. Duffett, P.E. and 

Thomas H. Fish, Ph.D. 

RUCO Rate Base Adiustment No. 7 - White Tanks Regional Water 

Treatment Plant - Aqua Fria ONLY - This adjustment disallowed rate 
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base treatment of 50 percent of the White Tanks plant because it was 

deemed excess capacity as reflected in the testimonies of RUCO 

witnesses Royce A. Duffett, P.E. and Thomas H. Fish, Ph.D. 

RUCO Rate Base Adiustment No. 8 - Sierra Montana Storage Tank - 

Agua Fria ONLY - This adjustment disallowed rate base treatment of 50 

percent of the storage tank because it was deemed excess capacity as 

reflected in the testimonies of RUCO witnesses Royce A. Duffett, P.E. and 

Thomas H. Fish, Ph.D. 

RUCO Rate Base Adiustment No. 9 - Allowance For Working Capital - 

This adjustment used the Company’s leadllag methodology to calculate 

the appropriate level of cash working capital, given RUCO’s 

recommended operating expenses in each District. 

Operating Income 

RUCO Income Adiustment No. 1 -Annualized Revenue - Mohave ONLY 

This adjustment corrected a computational error in the Company’s filing. 

RUCO Income Adiustment No. 2 - Declining Usage Adiustment - This 

adjustment reversed the Company’s attempt to recover forecasted lost 

revenue based on future declining residential usage as a result of 

customer conservation. 

RUCO Income Adiustment No. 3 - Annualized Pavroll Expense - This 

adjustment will be quantified by the Company in rebuttal testimony to 

reflect the actual 2011 pay increase as explained by the Company in its 

response to RUCO data request 2.02. 
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RUCO Income Adiustment No. 4 - Annualized Purchased Water - Agua 

Fria ONLY - This adjustment is the result of different parameters in each 

District. RUCO is in substantial agreement with the Company’s 

adjustments in Havasu to reflect a loss of revenue due to a bankrupt golf 

course and for Mohave to annualize mid-test year changes in purchased 

water rates. In Agua Fria the annualized purchased water expense will be 

quantified by the Company in rebuttal testimony to reflect the actual test 

year rate of inflation as explained by the Company in its response to 

RUCO data request 2.03. 

RUCO Income Adiustment No. 5A - Annualized Purchased Power - Agua 

Fria ONLY - This adjustment normalized the White tanks purchased power 

costs by using actual electrical bills that had been estimated by the 

Company at the time of the original filing. 

RUCO Income Adiustment No. 5B - Annualized Purchased Power - 

Mohave ONLY - This adjustment corrected a computational error in the 

Company’s filing. 

RUCO Income Adiustment No. 5C - Annualized Purchased Power - This 

adjustment will be quantified by the Company in rebuttal testimony to 

reflect the actual test year regulatory assessments, tax rates and power 

bills as explained by the Company in its response to RUCO data request 

2.01. 
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RUCO Income Adiustment No. 6 - Annualized Chemicals Expense - 

Aqua Fria ONLY - This adjustment corrected a computational error in the 

Company’s filing. 

RUCO Income Adjustment No. 7 - Annualized Chemicals Expense - 

Havasu ONLY - This adjustment corrected a computational error in the 

Company’s filing. 

RUCO Income Adiustment No. 8A - Annualized Management Fees 

Expense - Mohave ONLY - This adjustment corrected a computational 

error in the Company’s filing. 

RUCO Income Adjustment No. 8B - Annualized Management Fees 

Expense - This adjustment will be quantified by the Company in rebuttal 

testimony to reflect the actual 2011 Service Company pay increase as 

explained by the Company in its response to RUCO data request 2.05. 

RUCO Income Adiustment No. 9A - Management Fees - Other - Mohave 

ONLY - This adjustment corrected a computational error in the Company’s 

filing. 

RUCO Income Adiustment No. 9B - Management Fees - Other - This 

adjustment will be quantified by the Company in rebuttal testimony to 

reflect the actual test year rate of inflation as explained by the Company in 

its response to RUCO data request 2.06. 
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RUCO Income Adjustment No. 10A - Management Fees - One-Time 

Service Charges - Mohave ONLY - This adjustment corrected a 

computational error in the Company’s filing. 

RUCO Income Adiustment No. 10B- Man agement Fees - One-Time 

Service Charges - This adjustment will be quantified by the Company in 

rebuttal testimony to reflect the actual test year rate of inflation as 

explained by the Company in its response to RUCO data request 2.07 

RUCO Income Adiustment No. 11 - Annualized Group Insurance - This 

adjustment will be quantified by the Company in rebuttal testimony to 

reflect the impact of the actual 2011 pay increase as explained by the 

Company in its response to RUCO data request 2.02. 

RUCO Income Adiustment No. 12 - Annualized Pension Expense - This 

adjustment will be quantified by the Company in rebuttal testimony to 

reflect the impact of AAWC’s actual share of the Service Company funding 

obligation as explained by the Company in its response to RUCO data 

request 2.08. 

RUCO Income Adjustment No. 13 - Rate Case Expense - This adjustment 

is based on RUCO’s determination of the fair and reasonable cost to 

AAWC ratepayers for this application process. 

RUCO Income Adiustment No. 14 - Annualized 401(k) Expense - This 

adjustment will be quantified by the Company in rebuttal testimony to 

reflect the impact of the actual 2011 pay increase as explained by the 

Company in its response to RUCO data request 2.02. 
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RUCO Income Adjustment No. 15 - Test Year Depreciation Expense - 

This adjustment changed test year operating expenses to reflect 

computations based on RUCO’s recommended test year gross plant in 

service balances and the depreciation rates derived from the Company’s 

proposed depreciation study. 

RUCO Income Adjustment No. 16 - Disallowed Annual Incentive Pav - 

This adjustment removed 70 percent of the incentive compensation 

expense for AAWC employees that the Company had included in the test 

year. The adjustment is consistent with several previous ACC Decisions. 

RUCO Income Adiustment No. 17 - Interest Expense On Customer 

Securitv Deposits - This adjustment is based on the recent ACC Decision 

No. 72251, dated April 7, 201 1, and recognizes customer security deposit 

interest as an operating expense. 

RUCO Rate Base Adjustment No. 18 - Disallowed Vehicle Expenses - 

This adjustment disallowed the portion of Test Year operating expenses 

associated with employee’s private use of Company owned vehicles to 

commute to and from work. 

RUCO Income Adiustment No. 19 - Propertv Tax Expense - This 

adjustment reflected the appropriate level of property tax expenses based 

on RUCO’s recommended levels of revenue and expense. 

RUCO Income Adiustment No. 20 - Income Tax Expense - This 

adjustment reflected the appropriate level of income tax expenses based 

on RUCO’s recommended levels of revenue and expense. 
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RATE BASE 

Q. 

A. 

Q. 

A. 

Rate Base Summary 

Is RUCO recommending any changes to the Company’s proposed rate 

base? 

Yes. I analyzed the Company’s seven adjustments to its historical test 

year rate base and made six adjustments to the rate base as filed by the 

Company. The review, analysis and adjustments I completed are 

explained below. 

RUCO Rate Base Adjustment No. 1 - Havasu Water District ONLY - 

Reclassified Plant 

Please explain the Company’s proposed rebuttal adjustment to 

reclassified plant. 

This is a specific adjustment for Havasu to conform with the Company’s 

response to Staff Data Request 4.1. 

Specifically, AAWC made a capital improvement by incurring costs for 

materials and labor for a ‘filter-rebuild’, which is related to equipment - not 

media. However, these costs were mistakenly assigned to account 

#320200 - ‘WT Equip Filter Media’; therefore, AAWC stated that it will 

reclassify the expense to the proper account of #320100 - ‘VVT Equip 

Non-Media’ in rebuttal testimony. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please explain RUCO’s treatment of this adjustment. 

RUCO reserves the right to make corresponding changes to its schedules 

in surrebuttal. 

RUCO Rate Base Adiustment No. 2 - Havasu Water District ONLY - 

Asset Transfer 

Please explain the Company’s proposed rebuttal adjustment to transfer a 

plant asset to Havasu. 

This is a specific adjustment for Havasu to conform with the Company’s 

response to Staff Data Request 4.5. Specifically, AAWC realized the lack 

of an accounting record to confirm a backhoe was transferred from 

Paradise Valley Water District to Havasu; therefore, in rebuttal testimony 

AAWC will make the appropriate changes to reflect this transfer. 

Please explain RUCO’s treatment of this adjustment. 

RUCO reserves the right to make corresponding changes to its schedules 

in surrebuttal. 

RUCO Rate Base Adjustment No. 3 - Customer Security Deposits 

Please explain the basis for this adjustment to customer security deposits. 

This adjustment is consistent with the treatment authorized in ACC 

Decision No. 72251 , dated April 7, 201 1, which states: 
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“We find in this case that Staffs position is reasonable and 

the Customer Security Deposits should be deducted from 

rate base.. . . . . .Our acceptance of Staffs position is 

consistent with the treatment we approved for BVWC’s sister 

utility, LPSCO, and is also consistent with the approved 

treatment of ClAC or AlAC we have approved in other cases 

when the utility has argued that non-investor funds that have 

not yet been used to install plant should not be deducted 

from rate base. All three of these sources of funds are non- 

investor provided capital.” 

a. 

4. 

a. 

4. 

How did RUCO determine the Districts’ level of customer security 

deposits? 

The information was provided by the Company as a response to RUCO 

data request 4.01 

Please explain RUCO’s treatment of AAWC customer security deposits to 

be consistent with previous ACC Decisions. 

As shown on Schedule RLM-2, line 12, and supporting Schedule RLM-3, 

RUCO identified the customer security deposits on a separate line and as 

an adjustment to the adjusted test year rate bases in the amounts of: 

Agua Fria 

Havasu 

Mohave 

($6,545) 

$38 

($3 , 932) 
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“We find in this case that Staffs position is reasonable and 

the Customer Security Deposits should be deducted from 

rate base.. . .... Our acceptance of Staffs position is 

consistent with the treatment we approved for B W C ’ s  sister 

utility, LPSCO, and is also consistent with the approved 

treatment of CIAC or AlAC we have approved in other cases 

when the utility has argued that non-investor funds that have 

not yet been used to install plant should not be deducted 

from rate base. All three of these sources of funds are non- 

investor provided capital.” 

Q. 

A. 

Q. 

A. 

How did RUCO determine the Districts’ level of customer security 

deposits? 

The information was provided by the Company as a response to RUCO 

data request 4.01. 

Please explain RUCO’s treatment of AAWC customer security deposits to 

be consistent with previous ACC Decisions. 

As shown on Schedule RLM-2, line 12, and supporting Schedule RLM-3, 

RUCO identified the customer security deposits on a separate line and as 

an adjustment to the adjusted test year rate bases in the amounts of: 

Agua Fria 

Havasu 

Mohave 

($6,545) 

$38 

($3,932) 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

RUCO Rate Base Adjustment No. 4 -Aqua Fria ONLY - Purchase of New 

Vehicles 

Please explain RUCO’s adjustment to the test year gross plant in service. 

This adjustment consists of two elements. First, I recognized the 

purchase of six new vehicles not originally recorded in the original filing. 

Second, I disallowed the purchase of one of these vehicles as an 

unnecessary capital cost. 

Please explain the first element of this adjustment. 

I recorded the purchase of six pick-up trucks to reflect the Company’s 

response to Staff data request 7.5. AAWC admitted inadvertently failing to 

record, in the test year, the six trucks purchased in June 2010 for White 

Tanks. RUCO’s adjusted the test year level of gross plant in service to 

recognize the purchase of these vehicles at a cost of $1 37,849. 

Please explain the second element of this adjustment. 

In the Company’s response to RUCO data request 5.03 it indicates that 

the White Tanks operator is provided with a Company vehicle for travel to 

and from home. Therefore, I disallowed the cost of this vehicle as an 

unnecessary expenditure. The cost of a vehicle used to travel to and from 

work is an unreasonable financial burden on ratepayers. 
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Q. 

A. 

Q. 

A. 

Please explain the aggregate impact of this adjustment on Agua Fria’s 

rate base. 

As shown on Schedule RLM-3, column (E), this adjustment increased 

Agua Fria’s adjusted test year rate base by $1 15,709. 

RUCO Rate Base Adiustment No. 5 - Mohave ONLY - Disallowance of 

the Bin Bend Acres Storage Tank (“Bin Bend Acres”) 

Please explain RUCO’s adjustment to Mohave’s test year gross plant in 

service. 

This adjustment reflected the recommendation outline in the testimony of 

RUCO witness Mr. Fish, and supported by Mr. Duffett, where he 

determined the cost of Big Bend Acres (placed in service November 2008) 

may not be prudent and therefore not recommended for inclusion in rate 

base. 

This adjustment reflected the original cost of the storage tank at $643,834 

with recognition of $28,747 for the 19 months of accumulated depreciation 

at a depreciation rate of 0.24 percent per month. 

As shown on Schedule RLM-3, column (F), this adjustment decreased 

Mohave’s adjusted test year rate base by $643,834 - $28,747 = $615,087. 
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3. 

4. 

a. 

4. 

RUCO Rate Base Adiustment No. 6 - Mohave ONLY - Disallowance of 

the Lake Mohave Highlands Storage Tank (“Lake Mohave Highlands”) 

Please explain RUCO’s adjustment to Mohave’s test year gross plant in 

service. 

This adjustment reflected the recommendation outline in the testimony of 

RUCO witness Mr. Fish, and supported by Mr. Duffett, where he 

determined Lake Mohave Highlands was not placed in service during the 

test year; therefore, not eligible for inclusion in rate base. 

The Company’s filing recognized the cost of the Lake Mohave Highlands 

Storage Tank at $66011 71. 

As shown on Schedule RLM-3, column (G), this adjustment decreased 

Mohave’s adjusted test year rate base by $660,171. 

RUCO Rate Base Adiustment No. 7 - Agua Fria ONLY - 50 Percent 

Disallowance of the White Tanks Regional Water Treatment Plant (“White 

Tanks”) 

Please explain RUCO’s adjustment to Agua Fria’s test year gross plant in 

service. 

This adjustment reflected the recommendation outline in the testimony of 

RUCO witness Mr. Fish, and supported by Mr. Duffett, where he 
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determined only 50 percent of the capacity of White Tanks is currently 

used prudently. 

This adjustment disallowed 50 percent of the original cost of White Tanks 

of $67,325,000 or $33,662,500 with recognition of $90,151 for 50 percent 

of the deferred depreciation expense of $1 80,302 or $90,151. 

Q. 

A. 

As shown on Schedule RLM-3, column (H), this adjustment decreased 

51 = Agua Fria’s adjusted test year rate base by $33,662,500 - $90, 

$33,572,349. 

RUCO Rate Base Adjustment No. 8 - Agua Fria ONLY - 50 Percent 

3 
Please explain RUCO’s adjustment to Agua Fria’s test year gross plant in 

service. 

This adjustment reflected the recommendation outline in the testimony of 

RUCO witness Mr. Fish, and supported by Mr. Duffett, where he 

determined only 50 percent of the capacity of Sierra Montana (placed in 

service December 2008) is currently used prudently. 

This adjustment disallowed 50 percent of the original cost of Sierra 

Montana of $1,796,175 or $898,088 with recognition of $33,678 for the 18 
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months of disallowed accumulated depreciation at a depreciation rate of 

0.21 percent per month. 

As shown on Schedule RLM-3, column (I), this adjustment decreased 

Agua Fria’s adjusted test year rate base by $898,088 - $33,678 = 

$864,409. 

Q. 

A. 

RUCO Rate Base Adiustment No. 9 - Allowance for Working Capital 

Please explain RUCO’s adjustment to the allowance for cash working 

capital. 

I restated the allowance for cash working capital to reflect RUCO’s 

adjusted test year level of operations and maintenance expenditures. 

As shown on Schedule RLM-3, column (F), and supporting Schedule 

RLM-5, this adjustment decreased adjusted test year rate bases by the 

following amounts: 

Agua Fria ($1,493) 

Havasu $3,233 

Mohave $4,997 
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3PERATING INCOME 

2. 

9. 

Q. 

4. 

Operating Income Summary 

Is RUCO recommending any changes to the Company’s proposed 

operating revenues and expenses? 

Yes. I analyzed the Company’s twenty-nine adjustments to its historical 

test year operating income and made several adjustments to the operating 

income as filed by the Company. The review, analysis and adjustments 

RUCO completed are explained below. 

RUCO Income Adjustment No. 1 - Mohave ONLY - Annualized Revenue 

Please explain RUCO’s adjustment to annualize Mohave’s revenue. 

This adjustment corrected a computational error in the Company’s 

Mohave filing. AAWC inadvertently annualized the test year revenue by 

inappropriately representing the Private / Public Fire meter class increase 

and failed to record all meter-size increases within this class. 

As shown on Schedule RLM-7, column (B), and supporting Schedule 

RLM-8, this adjustment increased Mohave’s adjusted test year revenue by 

$332. 
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Q. 

4. 

Q. 

4. 

9. 

4. 

RUCO Income Adiustment No. 2 - Declining Usage Adiustment 

Please explain the Company’s proposed declining usage adjustment. 

Company Adjustment MHK-5 is a pro forma adjustment designed to 

recover anticipated lost revenue due to the present and future reduction in 

residential customer water consumption. 

Please explain RUCO’s position on the Company’s declining usage 

adjustment. 

RUCO does not believe it is appropriate to embed in today’s rates an 

adjustment designed to recover forecasted lost revenue based on the 

possibility that residential usage will decline in the future. 

Why does RUCO disagree with the Company’s adjustment? 

RUCO is not convinced the level of declining per customer usage will 

continue into the future and whether conservation efforts are the direct 

cause of AAWC’s inability to earn its authorized return from such 

customers. The potential for ongoing conservation will be mitigated and 

usage levels stabilized over time; thus, minimizing the declining usage that 

impacts the Company’s revenues. 
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Q. 

A. 

Q. 

A. 

Please explain how declining revenue due to the potential for ongoing 

conservation will be mitigated. 

RUCO’s recommended revenue requirement is computed on current bill 

determinants which are reflective of the test year declining usage, but 

ignore any gains in billing determinants due to growth. 

Please explain how RUCO reversed the declining usage adjustment. 

This adjustment consists of two elements, one to revenues and another to 

expenses. 

First, there is a revenue adjustment to reverse the Company’s reduction to 

test year revenue. 

As shown on Schedule RLM-7, column (C), this adjustment increased 

adjusted test year operating revenue by the following amounts: 

Agua Fria $83,035 

Havasu $14,551 

Mohave $77,217 

Second, there is an expense adjustment to reverse the Company’s 

computation of operating expenses directly affected by the declining 

usage. 

As shown on Schedule RLM-7, column (C), this adjustment increased 

adjusted test year operating expenses by the following amounts: 
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Q. 

A. 

B. 

A. 

Q. 

A. 

Agua Fria 

Havasu 

Mohave 

$88 

$6 

$1 3 

What is the total impact of this adjustment on the test year operating 

income? 

Aggregately, the total impact of this adjustment, as shown on Schedule 

RLM-7, column (C), increased adjusted test year operating income for 

each of the Company’s three Districts as follows: 

Agua Fria 

Havasu 

Mohave 

$83,035 - $88 = $82,947 

$14,551 - $6 = $14,545 

$77,217 - $13 = $77,204 

RUCO Income Adiustment No. 3 - Annualized Pavroll Expense 

Please explain the Company’s proposed rebuttal adjustment to annualize 

payroll expenses. 

The Company’s proposed adjustment will reflect revised test year pay 

increases to recognize the actual 201 1 pay levels that had been estimated 

at the time of the original filing. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 
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the rebuttal schedules. Thus, RUCO will be able to analyze and discuss 

this adjustment more thoroughly in surrebuttal testimony. 

Q. 

A. 

Q. 

A. 

RUCO Income Adiustment No. 4 - Agua Fria ONLY - Annualized 

Purchased Water 

Please explain the Company’s rebuttal adjustment to annualize Agua 

Fria’s purchased water costs. 

In Agua Fria ONLY, this adjustment will reflect the revised test year 

inflation index to recognize the actual 201 1 inflation percentage rate index 

that was estimated at the time of the original filing. The use of the index is 

stipulated in AAWC’s contract with the Maricopa Water District. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 

the rebuttal schedules. Thus, RUCO reserves the right to analyze and 

discuss this adjustment and the appropriateness of the purchased water 

expense in its surrebuttal testimony. 
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Q. 

A. 

Q. 

A. 

RUCO Income Adjustment No. 5A - Agua Fria ONLY - Annualized 

Purchased Power 

Please explain RUCO’s adjustment to annualize Agua Fria’s purchased 

power expense. 

This adjustment normalized the purchased power costs of White Tanks. 

AAWC calculated the test year pro forma purchased power expenses by 

estimating seven months of power costs. Instead, RUCO used twelve 

months of actual power costs as provided by the Company in its response 

to RUCO Data Request 8.02. 

As shown on Schedule RLM-7, column (F), and supporting Schedule 

RLM-9, this adjustment decreased Agua Fria’s adjusted test year 

operating expenses by $1 12,017. 

RUCO Income Adjustment No. 5B - Mohave ONLY - Annualized 

Purchased Power 

Please explain RUCO’s adjustment to annualize Mohave’s purchased 

power expense. 

This adjustment corrected a computational error in the Company’s 

Mohave filing. AAWC inadvertently calculated the decrease in purchased 

power expenses by double counting Mohave’s regulatory assessment 

allocation. The doubled counted value is stated in the Company’s 

workpaper identified as “201 0 AZ Power Pro forma.xls” on sheet identified 
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as “Pro Forma” and calculated in cell indentified as “F118” in the amount 

of $1,671 57. 

As shown on Schedule RLM-7, column (F), this adjustment decreased 

Mohave’s adjusted test year operating expenses by $1,672. 

Q. 

A. 

Q, 

A. 

RUCO Income Adjustment No. 5C - Annualized Purchased Power 

Please explain the Company’s proposed rebuttal adjustment to annualize 

purchased power costs. 

This adjustment will reflect the revised test year state, county, city and 

franchise taxes and fees to recognize the actual regulatory assessment 

and taxes that had been estimated at the time of the original filing. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 

the rebuttal schedules. Thus, RUCO will be able to analyze and discuss 

this adjustment more thoroughly in surrebuttal testimony. 
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RUCO Income Adiustment No. 6 - Agua Fria ONLY - Annualized 

Chemical Expenses 

Q. 

A. 

Q. 

A. 

Please explain RUCO’s adjustment to Agua Fria’s chemical expenses. 

This adjustment corrected a computational error in the Company’s Agua 

Fria filing. In response to Staff Data Request GB 12.3h, AAWC stated it 

calculated Agua Fria’s proforma arsenic expenses using a 201 1 prepaid 

vessel cost of $84,050 instead of the correct amount of $87,412. 

As shown on Schedule RLM-7, column (G), this adjustment decreased 

Agua Fria’s adjusted test year operating expenses by $33,620. 

RUCO Income Adjustment No. 7 - Havasu ONLY - Annualized Chemical 

Expenses 

Please explain RUCO’s adjustment to Havasu’s chemical expenses. 

This adjustment corrected a computational error in the Company’s Havasu 

filing. In response to Staff Data Request GB 12.3h, AAWC stated it 

calculated Havasu’s proforma arsenic media costs using an incorrect 

media cost of $85,280 and an incorrect amortization schedule of 24 

months. The actual media cost was $99,369 which should have been 

amortized over 12 months. 

As shown on Schedule RLM-7, column (H), this adjustment increased 

Havasu’s adjusted test year operating expenses by $56,729. 
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1. 

9. 

Q. 

4. 

RUCO Income Adiustment No. 8A - Mohave ONLY - Annualized 

Management Fees Expense 

Please explain RUCO’s adjustment to annualize Mohave’s management 

fees expense. 

This adjustment corrected a computational error in the Company’s 

Mohave filing. AAWC inadvertently calculated the increase in labor 

expenses by using the Mohave ‘Wastewater’ District‘s 4-Factor allocation 

of 1.3506% instead of appropriately using Mohave ‘Water’ District 4-Factor 

allocation of 7.41 18%. 

As shown on Schedule RLM-7, column (I), and supporting Schedule RLM- 

10, this adjustment increased Mohave’s adjusted test year operating 

expenses by $20,489. 

RUCO Income Adiustment No. 8B - Annualized Management Fees 

Expense 

Please explain the Company’s proposed rebuttal adjustment to annualize 

the management fees expense. 

This adjustment will reflect the revised Service Company employee merit 

increase to recognize the actual merit increase that was estimated at the 

time of the original filing. 
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Q. 

A. 

Q. 

A. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 

the rebuttal schedules. Thus, RUCO will be able to analyze and discuss 

this adjustment more thoroughly in surrebuttal testimony. 

RUCO Income Adiustment No. 9A - Mohave ONLY - Management Fees 

for Other Expenses 

Please explain RUCO’s adjustment to Mohave’s management fees for 

other expenses. 

This adjustment corrected a computational error in the Company’s 

Mohave filing. AAWC inadvertently calculated the increase in “other” 

expenses by using the Mohave ‘Wastewater’ District’s 4-Factor allocation 

of 1.3506% instead of the appropriately using Mohave ‘Water’ District 4- 

Factor allocation of 7.41 18%. 

As shown on Schedule RLM-7, column (J), and supporting Schedule 

RLM-1 0, this adjustment increased Mohave’s adjusted test year operating 

expenses by $3,249. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

RUCO Income Adiustment No. 9B - Management Fees for Other 

Expenses 

Please explain RUCO’s adjustment to management fees for other 

expenses. 

This adjustment will reflect the revised test year inflation index to 

recognize the actual 2011 inflation percentage rate index that was 

estimated at the time of the original filing. Revising the index will adjust 

the 201 1 non-labor related Service Company expenses. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 

the rebuttal schedules. Thus, RUCO will be able to analyze and discuss 

this adjustment more thoroughly in surrebuttal testimony. 

RUCO Income Adiustment No. 10A - Mohave ONLY - Management Fees 

for One-Time Service Charges 

Please explain RUCO’s adjustment to Mohave’s management fees for 

one-time service charges. 

This adjustment corrected a computational error in the Company’s 

Mohave filing. AAWC inadvertently calculated the write-off for one-time 

service charges by using the Mohave ‘Wastewater’ District’s 4-Factor 
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allocation of 1.3506% instead of appropriately using Mohave ‘Water’ 

District 4-Factor allocation of 7.41 18%. 

As shown on Schedule RLM-7, column (K), and supporting Schedule 

RLM-10, this adjustment increased Mohave’s adjusted test year operating 

expenses by $9,772. 

RUCO Income Adiustment No. 10B - Management Fees for One-Time 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Service Charges 

Please explain the Company’s proposed rebuttal adjustment to 

management fees for one-time service charges. 

This adjustment will correct the Company’s computational error 

Please explain the Company’s error. 

AAWC inadvertently recorded the wrong inflation percentage rate index of 

1.3 percent in the calculation of this adjustment instead of the 2.4 percent 

rationalized, supported and assumed by the Company to be used in the 

calculation. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 
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the rebuttal schedules. Thus, RUCO will be able to analyze and discuss 

this adjustment more thoroughly in surrebuttal testimony. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

RUCO Income Adjustment No. 11 -Annualized Group Insurance 

Please explain the Company’s proposed rebuttal adjustment to annualize 

group insurance. 

This adjustment will reflect revised test year pay increases to recognize 

the actual 2011 pay levels that had been estimated at the time of the 

original filing. AAWC’s group insurance expense is reflective of the actual 

201 1 pay increase. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 

the rebuttal schedules. Thus, RUCO will be able to analyze and discuss 

this adjustment more thoroughly in surrebuttal testimony. 

RUCO Income Adiustment No. 12 - Annualized Pension Expense 

Please explain the Company’s proposed rebuttal adjustment to annualize 

the pension expense. 

This adjustment will reflect revised test year pay increases to recognize 

the actual 2011 pay levels that had been estimated at the time of the 
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original filing. 

increase. 

Pension expense is reflective of the actual 2011 pay 

3. 

4. 

a. 
4. 

Q. 

4. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 

the rebuttal schedules. Thus, RUCO will be able to analyze and discuss 

this adjustment more thoroughly in surrebuttal testimony. 

RUCO Income Adiustment No. 13 - Amortized Rate Case Expense 

Please explain RUCO’s adjustment to the amortized rate case expense. 

This adjustment consists of three elements. First element was to adjust 

the cost of the Company’s depreciation study. Second element was to 

appropriately allocate the White Tanks Facility video costs. Third element 

was to adjust the cost to notify the public of the ramification of these 

proceedings. 

Please elaborate on the first element of RUCO’s adjustment to the 

amortized rate case expense. 

Through the Company’s response to Staff data request 9.3, RUCO 

determined the actual cost of the depreciation study was $39,898 instead 

of the Company’s estimate of $50,000. Moreover, as Company witness 
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John Guastella stated in his report that this depreciation study is 

applicable to all of AAWC’s water and wastewater Districts, RUCO 

appropriately allocated the $39,898 expenditure to each of the Company’s 

fourteen Districts as indicated in Section E of the depreciation study. As 

shown on RLM-11, line 17, RUCO’s allocated depreciation study expense 

of $14,261 is reflective of the costs being shared by all AAWC ratepayers. 

Q. 

4. 

Q. 

4. 

Please elaborate on the second element of RUCO’s adjustment to the 

amortized rate case expense. 

RUCO determined the $16,850 cost incurred for the production of the 

White Tanks Facility video was the sole responsibility of the Agua Fria 

ratepayers. Therefore, as shown on RLM-11, line 4, RUCO’s allocation of 

rate case expenses is reflective of the $16,850 video cost being entirely 

allocated to Agua Fria ratepayers. 

Please elaborate on the third element of RUCO’s adjustment to the 

amortized rate case expense. 

Through the Company’s response to RUCO data request 2.09 I 

discovered a computational error in the determination of the cost to 

provide the required public notifications of these proceedings. The 

Company had calculated the public notification expense based on 31,601 

customers, instead of the correct amount of 55,029 customers. 
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Therefore, as shown on RLM-11, line 28, RUCO calculated the public 

notification expense as $8,336. 

Q. 

4. 

Q. 

A. 

Does RUCO have additional concerns about the final level of the 

amortized rate case expense? 

Yes, the total amount of actual rate case expenses incurred is not yet 

known. Even through I have obtained copies of rate case billings to date, 

through the Company’s responses to RUCO data requests 1.27 and 3.02, 

plus Staff data request 3.2; the accuracy and reasonableness of the 

Company’s final level of expense cannot be determined. As a result, at 

this time I am proposing only these three adjustments to the rate case 

expense. RUCO however, reserves the right to change its position as 

more information becomes available. 

Please quantify the aggregate impact of RUCO’s adjustment to the 

amortized rate case expense. 

As shown on Schedule RLM-7, column (N), and supporting Schedule 

RLM-11, this adjustment decreased adjusted test year operating expenses 

by the following amounts: 

Agua Fria ($1 1,055) 

Havasu ($637) 

Mohave ($3,0 59) 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

RUCO Income Adiustment No. 14 - Annualized 401 (k) Expense 

Please explain the Company’s proposed rebuttal adjustment to annualize 

the 401 (k) expense. 

This adjustment will reflect revised test year pay increases to recognize 

the actual 2011 pay levels that had been estimated at the time of the 

original filing. AAWC’s 401(k) expense is reflective of the actual 201 1 pay 

increase. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 

the rebuttal schedules. Thus, RUCO will be able to analyze and discuss 

this adjustment more thoroughly in surrebuttal testimony. 

RUCO Income Adiustment No. 15 - Annualized Test Year Depreciation 

Expense 

Please explain your adjustment to annualize depreciation expense. 

This adjustment reflects RUCO’s level of test year gross plant in service 

multiplied by the depreciation rates provided by the Company through 

AAWC’s proposed depreciation study filed with this rate application. 
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Q. 

A. 

Q. 

4. 

Please explain RUCO’s adjustment to the level of test year gross plant in 

service . 

RUCO’s final level of test year gross plant in service will be determined in 

its surrebuttal testimony after an analysis of the Company’s rebuttal 

adjustments to the test year plant balances. 

As shown on Schedule RLM-7, column (P), RUCO’s rate base adjustment 

No.’s 4 and 5 have created an interim difference to the level of test year 

gross plant in service and thus an interim difference in the depreciation 

expense. This interim difference will be adjusted when the Company has 

an opportunity to make the appropriate revisions. 

Please explain RUCO’s understanding of how the Company anticipates 

providing the appropriate revision to this adjustment. 

AAWC indicated in the Company’s response to RUCO’s 

second Data Request that the appropriate changes would be reflected in 

the rebuttal schedules. Thus, RUCO will be able to analyze and discuss 

this adjustment more thoroughly in surrebuttal testimony. 
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Q. 

A. 

Q. 

A. 

Please quantify RUCO’s interim adjustment to test year depreciation 

expenses. 

As shown on Schedule RLM-7, column (P), and supporting Schedule 

RLM-12, RUCO’s adjustment increased adjusted test year operating 

expenses by the following amounts: 

Agua Fria $1,163,559 

Havasu $0 

Mohave $21,230 

RUCO Income Adjustment No. 16 - Disallowed Annual Incentive Plan 

[“AI P”) Expenses 

Please explain RUCO’s adjustment to disallow a portion of the AIP 

expense. 

This adjustment to AIP reflects the authorized adjustment accepted in the 

Company’s Agua Fria Water District rate case in Decision No. 71410, 

dated December 8, 2009. The Commission decision stated the following: 

“RUCO proposes disallowance of 30 percent, or $5,555 of 

the $1 831  7 in Arizona Corporate allocated annual incentive 

pay (“AIP”) management fees expenses for the Districts in 

this proceeding. The Company states that while it disagrees 

with the premise that shareholders are the primary 

beneficiaries of additional profit the Company achieves as 

the result of Arizona-American meeting its financial targets, it 

will not oppose RUCO’s proposed adjustment in this 

proceeding. Staff is in agreement with RUCO and the 

Company that the adjustment should be made ....” 
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“The adjustments proposed by RUCO and agreed to by the 

Company and Staff, as set forth above is reasonable and will 

be adopted.” 

3. 

4. 

Q. 

A. 

Has the Commission relied on RUCO’s recommendation to make a similar 

adjustment to any other AAWC District? 

Yes. The Commission has recently authorized a similar RUCO adjustment 

for the Arizona American Districts in a number of prior Decisions (Decision 

Nos.: 68858, dated July 28, 2006; 70209, dated March 20, 2008; 70351, 

dated May 16, 2008; 71410, dated December 8, 2009; and 72047, dated 

January 6,201 1). 

Therefore, RUCO recommends the Commission authorize a similar 

disallowance in the AIP expense. 

Has the Commission consistently disallowed AIP expenses? 

Yes. The Commission has consistently disallowed the percentage of the 

AIP expense that is directly related to the successful achievement of the 

Company’s financial performance targets. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

What is the percentage of the AIP expenses directly related to the 

successful achievement of the Company’s financial performance targets in 

the instant rate application? 

As stated in the Company’s 2010 Annual Incentive Plan Highlights 

Brochure (provide by AAWC in response to RUCO data request 1 .I 3) AIP 

financial performance has a 70 percent weighting while the non-financial 

goals are weighted at 30 percent. 

Who benefits from the achievement of the financial performance targets? 

Stockholders are the primary beneficiaries of the achievement of financial 

performance targets. This is particularly true between rate cases. 

Please explain. 

The achievement of the financial performance target clearly benefits 

stockholders. Any additional profit the Company is able to achieve 

between rate cases accrues solely to the Company’s stockholders. 

Likewise, the achievement of the employee performance goals benefits 

stockholders. If the Company is successful in reducing its number of 

employees while maintaining its customer base, the additional profit will 

accrue to stockholders between rate cases. Accordingly, since 

stockholders stand to gain from achievement of the Performance targets, 

stockholders should bear the cost of any employee incentive pay. 
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Q. 

A. 

Q. 

A. 

Please explain the methodology used by RUCO to compute the 

appropriate level of AIP expenses to be disallowed as solely a shareholder 

benefit. 

The total AAWC AIP expense was proportioned to each District based on 

the established 4-factor allocation. RUCO disallowed 70 percent of this 

allocated AIP expense. Specific adjustments are shown on Schedule 

RLM-7, column (N) and supporting Schedule RLM-13 and are stated as 

follows: 

Agua Fria ($78,046) 

Havasu ($4,500) 

Mohave ($21,595) 

RUCO Income Adjustment No. 17 - Interest Expense on Customer 

Security Deposits 

Please explain the basis for this adjustment to interest expense 

associated with the customer security deposits. 

This adjustment is consistent with the treatment authorized in ACC 

Decision No. 72251, dated April 7, 201 1, which states: 

“In future cases, we may allow interest paid on Customer 

Security Deposits as reasonable operating expense if 

adequate evidence is presented to support such expense.” 
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Q. 

A. 

Q. 

A. 

To be consistent with the previous Decision No. 72251, please explain 

RUCO’s treatment of AAWC’s interest expense associated with the 

customer security deposits. 

Since the Company provided information to support the test year interest 

paid-out on these deposits, in response to RUCO data request 4.01, 

RUCO recorded the interest expense as an increase to the adjusted test 

year operating expense. 

As shown on Schedule RLM-7, column (R), RUCO’s adjustment increased 

the adjusted test year operating expense by the following amounts: 

Agua Fria $599 

Havasu $16 

Mohave $92 

RUCO Rate Base Adiustment No. 18 - Disallowed Vehicle Expenses 

Please explain RUCO’s adjustment to disallow certain vehicle 

expenditures. 

I disallowed a portion of operating expenses for specific vehicles identified 

by the Company in its response to RUCO data request 6.02, which were 

used by employees to commute to and from work. The portion of 

transportation expenses disallowed was determined by the percentage of 

miles driven to and from work versus the total test year mileage for that 

specific vehicle. 
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As shown on Schedule RLM-7, column (S), and supporting Schedule 

RLM-14, this adjustment decreased adjusted test year operating expense 

by the following amounts: 

Agua Fria ($1 7,175) 

Havasu ($33) 

Mohave ($2,926) 

Q. 

A. 

Q. 

A. 

RUCO Income Adiustment No. 19 - Annualized Property Taxes 

Please explain the methodology used by RUCO to compute the property 

tax expense. 

RUCO has made adjustments to the property tax expense based on its 

calculation of adjusted and proposed operating revenues. RUCO 

reserves the right to modify these amounts based on subsequent rate 

base adjustments by RUCO’s engineering witness. 

Specific adjustments are shown on Schedule RLM-7, column (T) and 

supporting Schedule RLM-14 and are stated as follows: 

Agua Fria ($1 06,978) 

Havasu $6,667 

Mohave ($3,664) 

RUCO Income Adiustment No. 20 - Federal and State Income Taxes 

Please explain RUCO’s adjustment to the income tax expenses. 

This adjustment reflects income tax expenses calculated on RUCO’s 

recommended revenues and expenses. 
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Specific adjustments are shown on Schedules RLM-7, column (U) and 

supporting Schedule RLM-16 and are stated as follows: 

Agua Fria $1,204,216 

Havasu ($1,217) 

Mohave $54,644 

Q. 

4. 

Q. 

9. 

Do you expect additional adjustments? 

Yes, RUCO is hiring a professional engineer to evaluate the Company’s 

investment in the White Tanks plant; therefore, RUCO reserves the right 

to make additional adjustments in supplemental direct or surrebuttal 

testimony to address modifications made by its engineering witness. 

Does this conclude your direct testimony? 

Yes, it does. 
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APPENDIX 1 

Qualifications of Rodney Lane Moore 

EDUCATION : 

I EXPERIENCE: 

At ha basca University 
Bachelor’s Degree in Business Administration - 1993 

Public Utilities Analyst V 
Residential Utility Consumer Office 
Phoenix, Arizona 85007 
May 2001 - Present 

My duties include review and analysis of financial records and other 
documents of regulated utilities for accuracy, completeness, and 
reasonableness. I am also responsible for the preparation of work 
papers and Schedules resulting in testimony and/or reports 
regarding utility applications for increase in rates, financings, and 
other matters. Extensive use of Microsoft Excel and Word, 
spreadsheet modeling and financial statement analysis. 

Auditor 
Arizona Corporation Commission 
Phoenix, Arizona 85007 
October 1999 - May 2001 

My duties include review and analysis of financial records and other 
documents of regulated utilities for accuracy, completeness, and 
reasonableness. I am also responsible for the preparation of work 
papers and Schedules resulting in testimony and/or reports 
regarding utility applications for increase in rates, financings, and 
other matters. Extensive use of Microsoft Excel and Word, 
spreadsheet modeling and financial statement analysis. 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION 

Utilitv Company Docket No. 

Rio Verde Utilities, Inc WS-02156A-00-0321 

Black Mountain Gas Company G-03703A-01-0283 

Green Valley Water Company W-02025A-01-0559 

New River Utility Company W-0 1 737A-0 1-0662 



Utility Company Docket No. 

Dragoon Water Company 

Roosevelt Lake Resort, Inc. 

Southwest Gas Company 

Arizona-American Water Company 

Rio Rico Utilities, Inc. 

Qwest Corporation 

Chaparral City Water Company 

Southwest Gas Company 

Arizona-American Water Company 

Far West Water and Sewer Company 

Gold Canyon Sewer Company 

Arizona-American Water Company 

UNS Gas, Inc. 

UNS Electric, Inc. 

Tucson Electric Power Company 

Southwest Gas Company 

Arizona Water Company 

Arizona-American Water Company 

Johnson Utilities, LLC 

Black Mountain Sewer Corporation 

Arizona-American Water Company 

Global Water Company 

W-019 17A-01-085 1 

W-01958A-02-0283 

G-01551A-02-0425 

W-O1303A-02-0867 et al. 

WS-02676A-03-0434 

T-01051 B-03-0454 

W-02 I 1 1 6  3A-04-06 

G-01551A-04-0876 

W-01303A-05-0405 

WS -03478A-05-080 1 

SW-02519A-06-0015 

WS-01303A-06-0403 

G-04204A-06-0463 et al. 

E-04204A-06-0783 

E-01 933A-07-0402 

G-01551 A-07-0504 

W-01445A-08-0440 

W-O1303A-08-0227 et al. 

WS-02987A-08-0 180 

SW-0236 1 A-08-0609 

W-01303A-09-0343 et al. 

SW-20445A-09-0077 et al. 
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Utility Company 

Bella Vista Water Company, Inc. 

Docket No. 

W-02465A-09-0414 et al. 
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(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

RATE BASE ADJUSTMENT NO 2 - ASSET TRANSFER - HAVASU WATER DISTRICT ONLY 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

RATE BASE ADJUSTMENT NO 3 - CUSTOMER SECURITY DEPOSITS 

RATE BASE ADJUSTMENT NO 4 - NEWVEHICLES - AGUA FRlA ONLY 

RATE BASE ADJUSTMENT NO 5 - BIG BEND ACRES STORAGE TANK - MOHAVE ONLY 

RATE BASE ADJUSTMENT NO 6 - LAKE MOHAVE HIGHLANDS STORAGE TANK - MOHAVE ONLY 

RATE BASE ADJUSTMENT NO 7 - WHITE TANKS - AGUA FRlA ONLY 

RATE BASE ADJUSTMENT NO 8 - SIERRA MONTANA STORAGE TANK - AGUA FRlA ONLY 

RATE BASE ADJUSTMENT NO 9 - ALLOWANCE FOR WORKING CAPITAL 

OPERATING INCOME 

SUMMARY OF OPERATING INCOME ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO 1 

OPERATING INCOME ADJUSTMENT NO 2 - DECLINING USAGE ADJUSTMENT 

- ANNUALIZED REVENUE - MOHAVE ONLY 

OPERATING INCOME ADJUSTMENT NO 3 - ANNUALIZED PAYROLL EXPENSE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 4 - ANNUALIZED PURCHASED WATER - AGUA FRlA ONLY 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 5A - ANNUALIZED PURCHASED POWER - AGUA FRlA ONLY 

OPERATING INCOME ADJUSTMENT NO 5B - ANNUALIZED PURCHASED POWER - MOHAVE ONLY 

OPERATING INCOME ADJUSTMENT NO 5C - ANNUALIZED PURCHASED POWER 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 6 - ANNUALIZED CHEMICALS EXPENSE - AGUA FRlA ONLY 

OPERATING INCOME ADJUSTMENT NO 7 - ANNUALIZED CHEMICALS EXPENSE - HAVASU ONLY 

OPERATING INCOME ADJUSTMENT NO 8A - ANNUALIZED MANAGEMENT FEES EXPENSE - MOHAVE ONLY 
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(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 9A - MANAGEMENT FEES - OTHER - MOHAVE ONLY 

OPERATING INCOME ADJUSTMENT NO 9B - MANAGEMENT FEES - OTHER 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 101- MANAGEMENT FEES - ONE-TIME SERVICE CHARGE - MOHAVE ONL 

OPERATING INCOME ADJUSTMENT NO 101 - MANAGEMENT FEES - ONE-TIME SERVICE CHARGE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 11 - ANNUALIZED GROUP INSURANCE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 12 - ANNUALIZED PENSION EXPENSE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 13 - RATE CASE EXPENSE 

OPERATING INCOME ADJUSTMENT NO 14 - ANNUALIZED 401(K) 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 15 - TESTYEAR DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO 16 - ALLOCATION OF ANNUAL INCENTIVE PAY 

OPERATING INCOME ADJUSTMENT NO 17 - CUSTOMER SECURITY DEPOSIT - INTEREST EXPENSE 

OPERATING INCOME ADJUSTMENT NO 18 - DISALLOWED VEHICLE EXPENSES 

OPERATING INCOME ADJUSTMENT NO 19 - PROPERTY TAX EXPENSE 

OPERATING INCOME ADJUSTMENT NO 20 - INCOME TAX EXPENSE 

COST OF CAPITAL 
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Agua Fria Water District 
Schedule RLM-1 (AF) 

Page 1 of 2 

REVENUE REQUIREMENT 

DESCRIPTION 

Original Cost Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L2 I L1) 

Required Operating Income (L5 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L4 - L2) 

Gross Revenue Conversion Factor (RLM-1, Page 2) 

Increase In Gross Revenue Requirement (L7 X L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Percentage Increase In Revenue (L8 / L9) 

Rate Of Return On Common Equity 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule RLM-1 Page 2, RLM-6, And RLM-17 

(A) (B) 
COMPANY RUCO 

OCRBlNRB OCRB/NRB 
COST COST 

$ 134,004,764 $ 99,675,677 

$ 572,084 $ 972,665 

0.43% 0.98% 

$ 11,122,395 $ 6,172,881 

8.30% 6.19% 

$ 10,550,311 $ 5,200,216 

1.661 1 1.661 1 

$ 8,637,951 

$ 24,312,187 $ 24,395,221 

$ 41,837,049 $ 33,033,172 

72.08% 35.41 % 

11 50% 9.50% 
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Agua Fria Water District 
Schedule RLM-1 (AF) 

Page 2 of 2 

GROSS REVENUE CONVERSION FACTOR 

DESCRIPTION (A) (B) (C) (D) 
CALCULATION OF GROSS REVENUE CONVERSION FACTOR: 
Revenue 

Proposed Bad Debt Expense (Per Co. Workpapers) 
Proposed Properly Tax (Per Co. Workpapers) 

Combined Federal And State Tax Rate (L13) 
Subtotal (Sum L1 Thru L3) 

Subtotal (L4 - L5) 
Revenue Conversion Factor (L1 I L6) 

CALCULATION OF EFFECTIVE TAX RATE: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L8 - L9) 
Applicable Federal Income Tax Rate (Col. (D). L37) 
Effective Federal Income Tax Rate (LIO X L11) 
Combined Federal And State Income Tax Rate (L9 + L12) 

Required Operating Income (Sch. RLM-1, Pg 1. C (B), L4) 
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. RLM-1, Pg 1, C (B), L2) 
Required Increase In Operating Income (L14 - L15) 

Income Taxes On Recommended Revenue (Col. (D). L34) 
Income Taxes On Test Year Revenue (Col. (D), L35) 

1 .oooo 
-0.0076 
-0.0044 
0.9880 
0.3860 
0.6020 

100.0000% 
6.9680% 

93.0320% 
34.0000% 
31.6309% 
38.5989% 

$ 6,172,881 
972,665 

$ 5,200,216 

$ 2,229,866 
-1,039,170 

Required Increase In Revenue To Provide For Income Taxes (L17 - L18) $ 3,269,036 

Total Required Increase In Revenue (L16 + L19) $ 8,469,252 

CALCULATION OF INCOME T a  
Revenue (Sch. RLM-1, Pg 1, Col. (B), LIO) $ 33,033,172 

24,630,428 

RUCO Recommended 

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25 - L23) 
Synchronized Interest (Col. (C), L40) 

Arizona Taxable Income (L21 - L22 - L23) 
Arizona State Income Tax Rate 
Arizona Income Tax (L24 X L25) 
Fed. Taxable Income (L24 - L26) 
Fed. Tax On 1st Inc. Bracket ($1 - $50,000) @ 15% 
Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25% 
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100,000) @ 34% 
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39% 
Fed. Tax On 5th Inc. Bracket ($335,001 - $10M) @ 34% 
Total Federal Income Tax (L28 + L29 + L30 + L31 + L32) 
Combined Federal And State Income Tax (L26 + L33) 

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C). L23) 
RUCOAdjustment (L34 - L35) (See RLM-6, Col. (D), L23) 

Applicable Federal Income Tax Rate (Col. (D), L33 / Col. (C), L27) 

CALCULATION OF INTEREST SYNCHRONIZATION: 
Rate Base (Sch. RLM-2, Col. (H). L15) 
Weighted Avg Cost Of Debt (Sch. RLM-17. Col. (F), L1) 
Synchronized Interest (L38 X L39) 

2,625,722 
$ 5,777,022 

6.9680% 
$ 402,543 

$ 5,374,479 
$ 7,500 

6,250 
8,500 

91,650 
1,713,423 

$ 1,827,323 
$ 2,229,866 

-1,039,170 
$ 3,269,036 

34.00% 

$ 99,675,677 

$ 2.625.722 
2.63% 
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RATE BASE - ORIGINAL COS7 

Agua Fria Water Distrid 
Schedule RLM-2 (AF) 

Page 1 of 1 

(A) (B) (C) 
COMPANY RUCO RUCO 

LINE AS FILED OCRBIFVRB ADJ'TED 
NO. DESCRIPTION OCRBlFVRB ADJUSTMENTS OCRBIFVRB 
1 Gross Utilitv Plant In Service $ 317,772,399 $ (34.444.879) $ 283,327,520 
2 
3 
4 

5 

6 
7 
8 

9 

10 

11 

12 

13 

14 

15 

16 

17 
18 
19 

CWlP 
Accumulated Depreciation 

Net Utility Plant In Service (Sum L1, L2 & L3) 

Advances In Aid Of Const 

Contribution In Aid Of Const 

NET ClAC (L6 + L7) 
Accumulated Amortization Of ClAC 

Imputed Regulatory Advances 

Imputed Regulatory Contributions 

Customer Meter Deposits 

Customer Security Deposits 

Deferred Income Taxes And Credits 

Investment Tax Credits 

Deferred Debits 

Allowance For Working Capital 

Utility Plant Acquisition Adjustment 
Rounding 

TOTAL RATE BASE (Sum L's 4,5, & 8 Thru 18) 

(34,831,822) 123,829 (34,707,993) 
$ 282,940,577 $ (34,321,050) $ 248,619,527 

$ (121,793,413) 

$ (50,289,957) 
6,988,978 

$ (43,300,980) 

$ 

$ 

$ (6,545) 

$ 

$ 313,876 

$ 

$ 14,728,823 

1,122,426 

$ 

$ - $ (121,793,413) 

$ - $ (50,289,957) 
6,988,978 

$ - $ (43,300,980) 

$ - $  

$ - $  

$ - $  (6,545) 

$ (6,545) $ (6,545) 

$ - $  31 3,876 

$ - $  

$ - $  14,728,823 

$ (1,493) $ 1,120,933 

$ - $  
$ - $  - $  
$ 134,004,764 $ (34,329,087) $ 99,675,677 

References: 
Column (A): Company Schedule B-I 
Column (B): Schedule RLM-3 
Column (C): Column (A) + Column (B) 
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Page 1 of 1 

TESTYEAR PLANT SCHEDULE 
YEAR ENDED JUNE 30,2010 

(AI (6 )  (C) 0) (E) (0 
RUCO 

LINE ACCT PLANT PLANT CALCULATED TOTALPIANT ACCUMULATED NET P I A M  
NO NO ACCOUNT NAME ADDTSADJMTS RETIREMENTS ANNUAL DEP VALUE DEPRECIATION VALUE 
I 301000 Organization $ - 8  - $  - s  1 229 s 1 229 
-- 

5 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 

58 

59 
60 
61 

62 

63 

64 

65 

66 

67 
68 

69 

70 

(14,771) 

(399) 

(7.436) 

(637) 

(355) 
(34,224) 

(945) 

322:947 
1,699,308 
1,448,137 

639,523 
299.442 

9,976,653 
7,091,340 

10.746.814 
3,639,459 

11,575,429 
173,284 

322:947 
1,713,823 

302000 
303200 

Franchises 
Land 8 Land Rights SS 
Land 8 Land Rights P 
Land 8 Land Rights WT 
Land 8 Land Rights TD 
Stmd 8 Imp SS 
Struct 8 Imp P 
S t ~ c t  8 Imp WT 
Strud 8 Imp TD 
Strud 8 Imp AG 
Strud 8 Imp OfflceS 
Strud 8 Imp Leasehold 
Collect 8 Impounding 
Lake, River 8 Other Intakes 
Wells 8 Springs 
Supply Mains 
Power Generation Equip Other 
Pump Equip Electric 
Pump Equip Diesel 
Pump Equip Hydraulic 
Pump Equip Other 
Pumping Equipment WT 
WT Equip Non-Media 
WT Equip Filter Media 
Dist Reservoirs 8 Standpipe 
Elevated Tank 8 Standpipes 
Ground Level Faciliies 
Cleamell 
TD Mains Not Classified By Sue 
TD Mains 4in 8 Less 
TD Mains 6in to Sin 
TD Mains loin to 16in 
TD Mains 18m And Greater 
Fire Mains 
Sem'ces 
Meters 
Meter Installations 
Meter Vaults 
Hydrants 
Other PIE Misc 
Other PIE CPS 
Oflice Furniture 8 Equip 
Comp 8 Periph Equip 
Computer Somare 
Computer Somare - Other 
Trans Equip Lt Duty Tlks 
Trans Equip Hvy Duty Trks 
Trans Equip Other 
Tools,Shop,Garage Equip 
Laboratory Equipment 
Power Operated Equipment 
Comm Equip Non-Telephone 
Remote Contml8 Instrunentab 
Comm Equip Telephone 
Comm Equip Other 
Miscellaneous Equipment 

(11,980) 
1,234,167 

14,515 
669 303300 

303400 
303500 
304100 
304200 
304300 
304400 
304500 
304600 
304620 
305000 
306000 
307000 
309000 
3101W 
311200 
3113W 
31 1400 
311500 
311530 
320100 
320200 
330000 
330100 
330200 
330400 
331001 
331 100 
331200 
331300 
331400 
332000 
333000 
334100 
334200 
334300 
335000 
339300 
339600 
3401 00 
340200 
340300 
340330 
341 100 
341200 
341400 
343000 
344000 
345000 
346100 
346190 
346200 
346300 
347000 

1,448,806 
639,523 
299,442 

8,818,886 
6,544,349 

10.541.165 
3.246.093 

11,432,963 
148,537 

734 468 

299.442 
(2,071,413) 
1,873,315 

75,836 

(123,670) 
(42,401) 
(61,507) 
(30.1 38) 
(47,228) 
(1.433) 

(4.577) 
(7,285) 

(169,015) 
(5,209) 

(31,489) 
(674,223) 

(260) 

(27.870) 
1 

7 
(435,453) 
(24.547) 
(96,760) 

(293) 
(8.292) 

(17,886) 
(52.395) 

(163,182) 
(272,785) 
(229.502) 
(191,184) 

(158,068) 
(180.721) 
(1 9,907) 

(134,041) 

(3.659) 
(1.861) 
(1,704) 

(515) 

(303) 

(20,103) 
(1.511) 

(13,914) 
(867) 

(2.986) 
(788) 

(76.915) 
(96.352) 
(2.586) 
(9.549) 

(380) 

(1,157,767) 
(546,991) 
(205,648) 
(393.365) 
(142,466) 
(24,747) 

(13,808) 
(1,309,171) 

(809.247) 
719 

(5,151,079) 
(2,846,467) 

(1.309) 
(229,419) 
(123,366) 
(478,298) 

(1,616,937) 
(637.738) 
(426,546) 

(1,178) 
(24,996) 
(53,957) 

(662,799) 
(4,440,390) 
(2,133,432) 
(2,131,931) 
(1,350,235) 
(1,225,779) 
(1,184.710) 

(819,402) 
(91,737) 

(1,109,504) 
(568.833) 

155,992 

7 4 8,2 7 6 
1 .I 90,866 

14,953.147 
1.955.1 19 
3.000 913 

8.646 
13,760 

(240.520) 
137,468 
31,568 

(7,847,265) 

(118;305) 
14,143.900 
1,955,838 

(2,150,166) 
27,327,820 

10.563 

. .  
30,174,287 

11,872 
148) (229.467) 

1,148,185 
(478,623) 

34,186,560 
949,738 

12,468,845 
34,165 
(23.987) 

4,321,458 
6,184,848 

17.1 72,767 
36,371,216 
29,627.157 
19,393,550 
(1,135,903) 
12,049,809 
4,888,442 
1.504.300 

1,271,551' 
(325) 

35,803.497 824,232 
7,995 

724.316 

(2.W3.837) 
50.554 

252.471 
77.793 

1,587.476 
12.895.391 

35,344 
1.029 

4,375,415 
6,847,647 

21.61 3,157 
38 504 648 1,218,255 

926,508 
1,730,332 

31 :759:087 
20,743,785 

89,876 
'13,234,519 
5,707.843 
1,596.037 

68,062 
13,942,150 

453,061 
93,484 
71,779 
5,508 

71,495 
254,182 

(0) 
19,987 
67,708 

273 
614 

(1,041,442) 
13,373,317 

52,389 
(18.409) 

572 
(521,101) 

505,449 
75,075 
72,351 

(515,592) 

137.849 340,506 
20.311 

112,250 

(101,182) 
(7,926) 
(56.000) 

239,324 
12,384 
56,249 
74,457 
(97,051) 
26,593 

1,123,475 
3321.252 

93,964 
342,525 
19,568 

$ 283,176,859 

$ 462,989 
91.929 

815 
3,796 

79,185 
328,566 
30.559 

1.508.254 

'(4.729) 
(425,618) 

(3.966) 
(384.779) 
(338,021) 

(7,742) 
(48,060) 
(1,487) 

$ (33,763,412) 

$ 462,989 
91,929 

95,839 
1.175 

3,880 

3,659,274 
101.705 
390.585 
21,055 

(7) 
$ (1,874,756) $ (58.767) $ (3,445,284) $ 316,940,264 

Rounding 
RUCO SUB -TOTAL 

RUCO Adjustment - Difference In Depreciation Computation (RUCOs 112 Year vs Co 's Monthly Conversion) $ 
RUCO Adjustment For OverlUnder Reconcile To GL Per 5 2 ,  SLMl  
RetirementdSalvageICost Of RemvaI Per Schedules As filed 

(956,034) 

93,265 

RUCO Unadjusted Totals Per Vlbrkpapelr $ (2,012,605) $ (58.767) $ (4,308,053) $ 316,802,415 $ (33.208.494) 

s 

5 283,731,777 

Difference $ 137.849 5 - 5  - $ 137.849 5 

RUCO Disallowance Of Unnecessaw Vehicle ID PI  0081 

RUCO Adjustment Per Company Response To Staff DR #7.5 (See RLM-3. Column (E) 

$ (22.141) 

5 115.709 

Company Unadpsted Test Year Piant SubTotz $ (2,012,605) 5 (58,767) $ (4,308,053) $ 316,802,422 

Company Adjustment For OwrlUnder Reconcile To GL Per 6-2, SLM-1 
Company Unadjusted Plant Totals As Filei $ (2,012,605) $ (58,767) 5 (4,308,053) $ 316,802,422 

$ (33,208,494) 

(91.929 
$ (33,300,4233. 

(1,531,400) 

$ (34,831,822) 

$ 283,593,928 

(91,9291 
$ 283,502,000 

(561.416) 

5 282,940,584 

Company Pro Forma Adjustment Per E-2. Columns B ThN I 
Rounding 
Company Adjusted Plant In Setvice AS File1 

969,984 

$ 317,772.399 
(71 

References: 
Columns (A) Thru (F) RUCO Wrkpapers W RLM4(1) Thru W RLM-4(3) 
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EXPLANATION OF RATE BASE ADJUSTMENT NO. 3 
ALLOWANCE FOR WORKING CAPITAL 

DESCRIPTION AMOUNT 

Materials And Supplies As Per Company 
Materials And Supplies As Per RUCO 
Adjustment 

Prepayment As Per Company 
Prepayment As Per RUCO 
Adjustment 

$ 234,656 
234,656 

$ 

$ 956,216 
956,216 

$ 

Cash Workino Capital As Per ComDanv $ (68.446) 
Cash Working Capital As Per RUCO . (69,939) 
Adjustment $ (1,493) 

TOTAL ADJUSTMENT (See RLM-3, Column (H)) .$ (1,493) 

Agua Fria Water District 
Schedule RLM-5 (AF) 

Page 1 of 2 

REFERENCE 

Company Schedule 8-5, PG 1 
Company Schedule 8-5. PG 1 

Line 2 - Line 1 

Company Schedule 8-5, PG 1 
Company Schedule 8-5, PG 1 

Line 5 - Line 4 

Company Schedule 8-5, PG 1 
RUCO Schedule RLM-5, Page 2 

Line 8 - Line 7 

Sum Lines 3,6 & 9 
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Agua Fria Water Distrid 
Schedule RLM-5 (AF) 

Page 2 of 2 
EXPLANATION OF RATE BASE ADJUSTMENT NO. 3 - CONTO 

LEADlLAG DAY SUMMARY 

(A) (B) (C) (D) (E) 
COMPANY RUCO 

LINE EXPENSES RUCO EXPENSES (LEAD)/LAG DOLLAR 
NO. DESCRIPTION AS FILED ADJUSTM'TS AS ADJUSTED DAYS DAYS 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

Appropriate Operating Expenses: 
Labor 
Purchased Water 
Fuel & Power 
Chemicals 
Waste Disposal 
Management Fees 
Group Insurance 
Pensions 
Insurance Other Than Group 
Customer Accounting 
Rents 
General Offce Expense 
Miscellaneous 
Maintenance Expense 
General Taxes - Property 
General Taxes - Other 
Income Taxes 

Interest Expense 

$ 2,508,388 
1,829,431 
2,184,082 

881,878 
9,540 

3,331,409 
697,482 
539,270 
199,121 
328.687 
98,736 

$ 1,886,835 

$ 905,265 
209,044 

$ 4,388,905 

$ 4,140,747 

$ (78,046) 
33 

(1 11,978) 
(33,604) 

599 

(1 7,175) 

(1 06,97 8) 

(2,159,039) 

$ 2,430,342 
1,829,464 
2,072,104 

848,274 
9,540 

3,331,409 
697,482 
539,270 
199,121 
329,286 
98 736 

1,869,660 

798,288 
209,044 

$ 2,229,866 

$ 4,140,747 

Total Appropriate Operating Expenses $ 24,138,820 $ (2,506,187) $ 21,632,633 

Expense Lag Line 19, Cot (E) I (C) 49 09 

Revenue Lag Company Workpapers 47 91 

Net Lag Line 20 - Line 21 (1 18) 

RUCO Adjusted Expenses Cot (C). Line 19 $ 21,632,633 

Cash Working Capital (69,939) 

Company As Filed Co Schedule B-5. Page 1 (68,446) 

Line 22 X Line 23 I365 Days 

Difference Line 24 - Line 25 $ (1,4931 

ADJUSTMENT (See RLM-5. Page 1. L 9) 

12.00 
86.87 
32.42 
28.47 
30.00 
(3.88) 
(4.64) 
45.00 
45.00 
7.46 

(10.68) 

30.00 

212.50 
15.65 
42.04 

106.52 

$ 29,164,110 
158,925,532 
67,177,605 
24,150,361 

286.200 
(12,925,867) 
(3,239,453) 
24,267,150 
8,960,445 
2,456,473 
(1,054,679) 

56,089,806 

169,636,103 
3,271,767 

93,743,926 

441,072,393 

$ 1,061,981,870 

References 
Column (A) Company Schedule B-6 
Column (B) RUCO Operating Income Adjustments (See Schedule RLM-6) 
Column (C) Column (A) + (B) 
Column (D) Company Schedule B-6 
Column (E) Column (C) X Column (D) 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,2010 

OPERATING INCOME 

Agua Fria Water Distrid 
Schedule RLM-6 (AF) 

Page 1 of 1 

(A) (B) (C) (D) (E) 
COMPANY RUCO RUCO RUCO RUCO 

LINE AS TEST YEAR TEST YEAR PROP'D AS 
NO. DESCRIPTION FILED ADJM'TS AS ADJ'TED CHANGES RECOMM'D 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 

26 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 
TOTAL OPERATING REVENUE 

Operating Expenses 
Labor 
Purchased Water 
Fuel & Power 
Chemicals 
Waste Disposal 
Management Fees 
Group Insurance 
Pensions 
Regulatory Expense 
Insurance Other Than Group 
Customer Accounting 
Rents 
General Office Expense 
Miscellaneous 
Maintenance Expense 
Depreciation &Amortization 
General Taxes - Property Taxes 
General Taxes - Other 
Income Tax 
Rounding 

TOTAL OPERATING EXPENSES 

OPERATING INCOME (LOSS) 

$ 23,067,724 
1,244,463 

$ 24.312.187 

$ 83,035 

$ 83.035 

$ 2,508,388 
1,829,431 
2,184,082 

881,878 
9,540 

3,331,409 
697,482 
539,270 
132,832 
199,121 
328,687 
98,736 

193,302 
1,042,011 

651,522 
10,241,488 

905,265 
209,044 

(2,243,386) 

$ 23,740,103 

$ 572,084 

(78,046) 
33 

(1 11,978) 
(33,604) 

(1 1,055) 

599 

(1 7,175) 

(1,163,559) 
(1 06,978) 

1,204,216 

$ (317,546) 

$ 400,581 

$ 23,150,759 $ 8,637,951 $ 31,788,710 
1,244,463 1,244,463 

$ 24,395,221 $ 8,637,951 $ 33,033,172 

$ 2,430,342 
1,829,464 
2,072,104 

848,274 
9,540 

3,331,409 
697,482 
539,270 
121,777 
199,121 
329,286 
98,736 

193,302 
1,024,836 

651,522 
9,077,930 

798,288 
209,044 

(1,039,170) 

$ 23,422,557 

$ 972,665 

$ - $  

61.722 

106,979 

3,269,036 
(4) 

$ 3.437,733 

$ 5,200,218 

2,430,342 
1,829,464 
2,072,104 

848,274 
9,540 

3,331,409 
697,482 
539,270 
121,777 
199,121 
391,007 
98,736 

193,302 
1,024,836 

651,522 
9,077,930 

905,267 
209,044 

2,229,866 
(4) 

$ 26.860.290 

$ 6,172,883 

References 
Column (A) Company Schedule C- I  
Column (B) RLM-7, Columns (B) Thru (S) 
Column (C) Column (A) + Column (B) 
Column (D) RLM-1, Pages 1 & 2 
Column (E) Column (C) + Column (D) 
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Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30.201 0 

Agua Fria Water District 
Schedule RLM-8 (AF) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 1 - MOHAVE ONLY 
REVENUE ANNUALIZED FOR RATE INCREASE 

(A) (B) (C) 

LINE COMPANY RUCO 
NO. DESCRIPTION AS FILED AS ADJUSTED DIFFERENCE 

Adjust Booked Water Revenues to Reflect Annualized Rate Increase Adjustments 

Private I Public Fire Meter Class 
1 Bullhead Private Fire 2" 
2 Bullhead Private Fire 4" 
3 Bullhead Private Fire 6 
4 Bullhead Private Fire 8 
5 Bullhead Private Fire I O "  
6 Bullhead Public Hydrants 

7 TOTALS 

8 Difference 

9 RUCO Adjustment (See RLM-7, Pg 1,  Col. (B)) 

References: 
Column (A): Company Schedule C-2 
Column (B): Company Schedule H-2 
Column (C): Column (B) - Column (A) 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,201 0 

Agua Fria Water District 
Schedule RLM-9 (AF) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 5A 
ANNUALIZED POWER EXPENSE -WHITE TANKS REGIONAL TREATMENT PLANT 

LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 

12 

13 

14 

DESCRIPTION 

(A) 
COMPANY 
ESTIMATE 

Actual White Tanks Power Bills 
201 0 

February 
March 
April 
May 
June 
July 

August 
September 

October 
November 
December 

January 
201 1 

$ 6,809 
8,033 

17,229 
22,207 
22,245 
40,568 
40,568 
40,568 
40,568 
40,568 
40,568 

40,568 

$ 360,500 

(B) 
ACTUAL 

BILLS 

(C) 

DIFFERENCE 

$ 6,641 
8,033 

17,229 
22,034 
22,245 
28,793 
25,883 
17,823 
24,390 
30,923 
25,293 

19,197 

$ 248,483 

(1 73) 

(1 1,776) 
(1 4,686) 
(22,745) 
(1 6,178) 
(9,646) 

(15,275) 

(21,371) 

$ (112.017) 

RUCO Adjustment (See RLM-7, Pg 2, Col. (R)) $ (112,017) 

References: 
Column (A): Company Workpapers 
Column (B): Company Response To RUCO Data Request 8 
Column (C): Column (B) - Column (A) 

.02 



Arizona-Am ercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30, 2010 

Agua Fria Water District 
Schedule RLM-10 (AF) 

Page 1 of 1 

LINE 
NO. - 

1 

EXPLANATION OF OPERATING INCOME ADJUSTMENTS NO. EA, 9A 8 10A - MOHAVE ONLY 
MANAGEMENT FEES EXPENSE 

(A) (e) (C) 
ADJUSTMENT NO. 6A ADJUSTMENT NO. 7A ADJUSTMENT NO. 8A 

DESCRIPTION REFERENCE MANAGEMENT FEES MANAGEMENT FEES MANAGEMENT FEES 
ANNUALIZED OTHER ONE-TIME CHARGE 

Test Year Management Fees 

Increase in Labor 

Co Sch C-2 

Co. Sch. C-2 

4 - Factor Allocation To Mohave Water Co Workpaper 
Line 2 X Line 3 

Pro Forma Adjustment To Management Fees 

Company Management Fees Adjustment 

Line 1 + Line 4 

Co LJG-4 

Difference Line 5 - Line 6 

8 RUCO Adjustment (See RLMJ, Pg 1, Col (F)) Line 7 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,2010 

Agua Fria Water District 
Schedule RLM-11 (AF) 

Page 1 of 1 

LINE 
NO. 

1 

2 

3 

4 

5 
6 
7 
8 

9 
10 

11 

12 
NOTE 

13 
14 
15 

16 
17 
18 
19 

20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 13 
RATECASEEXPENSE 

(A) (B) 
COMPANY RUCO 

DESCRIPTION ESTIMATE ADJUSTMENT 
Rate Case Expense Total $ 529,210 $ (44,253) 

Allocation Factor (See NOTE Below) 74.9428% 74.9428% 

Agua Fria Water District (Line 1 X Line 2) $ 396,605 $ (33,165) 

ONLY Agua Fria District - Video Of White Tanks Facility (Per Co. Response To RUCO DR 1.27) 

Total Agua Fria Water District 
Amortization Period - 3 Years 
RUCO Adjusted Rate Case Expense For Instant Case (Line 3 / 3 Years) 
Other Regulatory Expenses (Company Sch. C-2) 

Adjusted Test Year Rate Case Expense 
Company Rate Case Expenses As Filed (Company Sch. C-2) 

RUCO Pro Forma Rate Case Expense (Lines 9 - IO) 

RUCO Adjustment (Line 97) (See RLM-7, Page 2, Column (L)) 

Company Requested Rate Case Expense 
RUCO Appropriated White Tanks Video To Agua Fria Ratepayers ONLY 

Per Revised Exhibit TMB-2 

Company Depreciation Study Expense As Filed PerStfDR# 9.3 $ 50,000 

Depreciation Study Actual Costs Per Stf DR# 9.3 $ 39,898 
4-Factor Allocation For Az-Am Wide Depreciation Study See Line 32 35.7432% 
Actual Allocated Cost For Depreciation Study Line 16 X Line 17 $ 14,261 
RUCO Disallowed Depreciation Study Costs Line 18 - Line 15 

Revised Postcard Invitation Costs Per Co. Response To RUCO DR 2.09 
Adjusted Test Year Customer Count 55,029 

Cost Per Postcard $ 0.65 
Revised Cost $ 35,769 
Original Cost 31,601 

Difference $ 4,168 
Number Of Times Public Notice Postcards To Be Issued 
RUCO Revised Postcard Notification Costs 

2 
Line 25 X line 26 

Revised Allocation Of Company Rate Case Expenses 

4-Factor Weighted Allocation RUCO 
Districts Included In This Filing Allocation (District / Total) As Adjusted 
Agua Fria Water District 26.7869% 74.94% $ 363,440 
Havasu Water District 1.5444% 4.32% 20,955 

132% 100.00% $ 484,957 
Response To RUCO DR 1.27) $ 16,850 

j01.807 

(C) 
RUCO 

AS ADJUSTED 
$ 484.957 

74.9428% 

$ 363,440 

$ 16,850 

$ 380.290 
3 

$ 121,147 
$ 630 

$ 121,777 
$ 132,832 

$ (1 1,055) 

s (1 1.055) 

$ 529,210 
(16,850) 

(35,739) 

$ 8,336 
$ 484,957 

RUCO Total 
Rate Case Exp. 

$ 380,290 
20,955 

100,562 

$ 501 -807 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,2010 

Agua Fria Water District 
Schedule RLM-12 (AF) 

Page 1 of 1 

LINE 
NO. 
1 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 

58 

59 

60 

61 
62 
63 
64 
65 
66 

67 
68 

69 

70 
71 

12 
References 

ACCOUNT 
NO. 

301 000 
302000 
303200 
303300 
303400 
303500 
304100 
304200 
304300 
304400 
304500 
304600 
304620 
305000 
306000 
301000 
309000 
310100 
311200 
311300 
311400 
311500 
311530 
320100 
320200 
330000 
3301 00 
330200 
330400 
331001 
331100 
331200 
331300 
331400 
332000 
333000 
334100 
334200 
334300 
335000 
339300 
339600 
3401 00 
340200 
340300 
340330 
341 100 
341200 
341400 
343000 
344000 
345000 
3461 00 
346190 
346200 
346300 
347000 

TOTAL 

SUB-TOTAL 

TOTAL 

Organization 
Franchises 
Land 8 Land Rghts SS 
Land 8 Land Rights P 
Land 8 Land Rights WT 
Land &Land Rights TD 
Struct 8 Imp SS 
StNCl8 Imp P 
StNd 8 Imp WT 
S t ~ c t  8 Imp TD 
StNCt 8 Imp AG 
Struct 8 Imp Oflices 
Struct & Imp Leasehold 
Collect 8 Impounding 
Lake, River 8 Other intakes 
Wells 8 Springs 
Supply Mains 
Power Generation Equip Other 
Pump Equip Electnc 
Pump Equip Diesel 
Pump Equip Hydraulic 
Pump Equip Other 
Pumping Equipment WT 
WT Equip Non-Media 
Wt Equip Finer Media 
Dist Reservoin 8 Standpipe 
Elevated Tanks 8 Standpipes 
Gmund Level Facildies 
Clearuell 
TD Mains Not Classified By Size 
TD Mains 4in 8 Less 
TD Mains 6in l o  8in 
TD Mains lo in to 16in 
TD Mains 18in And Greater 
Fire Mains 
Services 
Meters 
Meter installations 
Meter Vaults 
Hvdrants 
Oiher PIE Misc 
Other PIE CPS 
Office Fumhure 8 Eouill 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 15 
TESTYEAR DEPREClAllON EXPBJSE 

(A) 
TOTAL 
PLANT 

ACCOUNT NAME VALUE 
S 1,229 

322 947 
1,699,308 
1.448.137 

639 523 
299 442 

9.976.653 
7 091 340 

10,746,814 
3 639 459 

11 575,429 
173 284 

Comp 8 Perrpn Eqdip 
CompLler Soflware 
CompLler Soflware. Other 
Tians E q w  Lt Ddly Trks 
Trans Eqwp Hvy Duty Trks 
Trans Equp m e r  
Toos,Shop Garage EqL p 
Laboratory Eqdipment 
Power Operated Equ pment 
Comm Equip Non-Telephone 
Remole Conliol h InslNmenlali 
Comm Equip Telephone 
Comm Equip Omer 
M~Scellaneous Equipment 

Rounding 
TEST YEAR DIRECT UPIS AND DEPRECIATION EXPENSE 

TEST YEAR CORPORATE UPlS AkD DEPREC ATlON EXPENSE 

DEPREClATlOh EXPEhSE Oh JPlS 

AMORTATIL4TION OF WITE TANKS 0 8 M DEFERRAL OVER 3 YEARS 
COMPOSITE DEPRECIATION FOR W l T E  TANKS DEFERRAL 
DiSTRlCT SHARE OF rZK AMORTIZATION 
DiSTRiCT SHARE OF CORP AFUDC EQU.TY TAX GROSSUP 
DISTRICT SHARE FOR AMORTI7ATION OF CONTR BUTIONS 
TEST YEAR DEPRECIATION 

RUCO DISALLOWANCE OF WHITE TAhr(S PANT 
RLCO DISALLOWANCE OF SIERRA MONTANA STORAGE 

TOTAL DEPRECIATION EXPENSE 

Company As Filed 
Difference 

RUCO Adjustment (See RLM-7, Page 2, Column (N)) 

Column (A)' RLM-4, Page 1. Column (0) 
Column (8): Company Workpapers 
Column (C) Column (A) X Column (8) 

TANK 

748,216 
1,190,866 

14,953,147 
1,955,119 
3,000,913 

30,174,287 
11,872 

(48) 
1,271,551 

1325) . ,  
35,803,497 
1,587.476 

12,895,391 
35,344 
1,029 

4,375,415 
6,847,647 

21,613,157 
38,504,648 
31,759,087 
20,143,785 

89,876 
13,234.519 
5.707.843 
1,596,037 

68,062 
13,942,150 

453,061 
93.484 
71.779 
5,508 

340.506 
20,311 

112,250 
79.185 

328.566 
30.559 

1,508,254 
3,659,274 

101,705 
390,585 
21,055 

(7) 
$ 316,940.264 

(4 
COMPANY 

PROPOSED 
OEP. RATES 

0.00% 
0.00% 
0.00% 
0.00% 
0 00% 
0.00% 
3.00% 
2.40% 
2.40% 
2.40% 
3.00% 
3.00% 
3.00% 
2.00% 
2.00% 
2.50% 
2.50% 
3.33% 
4.60% 
4.60% 
4.60% 
4.60% 
4.60% 
5 75% 
11.50% 
1.85% 
1.85% 
1.85% 
2.40% 
2.14% 
3.00% 
2.14% 
2.14% 
2.14% 
2.14% 
3.751 
6.00% 
2.50% 
2.51% 
2.99% 
3.33% 
3.33% 
4.50% 
10.00% 
20.00% 
20.00% 
16.00% 
11.43% 
13.33% 
4.00% 
4.00% 
4.00% 
10.00% 
10.00% 
10.00% 
10.00% 
6.25% 

(33,662,500) 3.39% 
(898,088) 3.00% 

(C) (D) 
AUTHORIZED TEST YEAR 
DEP. RATES DEPRECIATION 
DEC. 67093 EXPENSE 

0.00% $ 
0.00% 
0 00% 
0.00% 
0.00% 
0.00% 
2.50% 299,300 
167% 170,192 
1.67% 257,924 
167% 87.347 
1.67% 347,263 
1.67% 5.199 

2.50% 
2.50% 
2.52% 
1.11% 
3.33% 
4.42% 
4.42% 
4.42% 
4.42% 
4.42% 
4.00% 
4.W% 
1.67% 
1.67% 
1.67% 
1.67% 
1.53% 
1.53% 
1.53% 
1.53% 
2.34% 
2.14% 
2.48% 
6.67% 
2.51% 
2.52% 
2.00% 

14,966 
23,817 

373,829 
48,818 
99.930 

1.388.017 
546 

(2) 
58.491 

(1 5) 
2.058.701 

182.560 
238,565 

654 
19 

105.010 
146,540 
648,395 
823,999 
679,644 
443.917 

1,923 
496.294 
342.471 
39,901 
1,708 

416.870 

3 31% 15,087 
4 04% 4,207 
4 04% 7,178 
37 70% 1,102 

20.00% 54,481 
15 00% 2,322 
25.00% 14,963 
4.02% 3.167 
371% 
5 20% 
10.30% 
10 30% 

13,143 
1,222 

150,825 
365.927 

10 30% 10,171 
4.93% 39,059 
4.98% 1,316 

0 10.487.02 

122,082 

10,609.104 

813,936 
381,332 

9,549 
18,676 

(1.586.565) 
$ (3,759,462) 

$ (1,141,159) 
s (26,943) 

$ 5,318,468 

6,482,026 
0 (1,163,559) 

$ (1.163.559L 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,201 0 

Agua Fria Water District 
Schedule RLM-13 (AF) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 16 
ANNUAL INCENTIVE PLAN EXPENSE 

(A) 
LINE RUCO 
NO. DESCRIPTION REFERENCE AS ADJUSTED 

1 AZ-AM Annual Incentive Plan ("AIP") Expense Total Co. Response To Staff DR 3.3 $ 416,224 

2 Allocation Factor 
3 Agua Fria Water District 

4 

5 

6 

Portion Deemed Shareholder Benefit Only 

RUCO Test-Year Disallowance Of AIP Expense 

RUCO Adjustment (See RLM-7, Page 2, Column (0)) 

Co. Workpapers 26.7869% 
Lines 1 X 2  $ 11 1,494 

RLM Testimony 70.00% 

L ines3X4 $ (78,046) 

Line 5 $ (78,046) 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,2010 

Agua Fria Water District 
Schedule RLM-14 (AF) 

Page 1 of 1 

LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 

9 

10 

11 

12 

. .  

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 18 
DISALLOWED TRANSPORTATION EXPENSES 

(A) (B) (C) (D) (E) (F) (GI (HI (1) 
TOTAL COMMUTE RUCO RUCO AGUA FRlA HAVASU MOHAVE 

VEHICLE OPERATING MILES MILES DISALLOWED DISALLOWED ALLOCATION ALLOCATION ALLOCATION 
ID EXPENSE DRIVEN DRIVEN FACTOR VALUE 26.79% 1.54% 7.41% 

51 029 / 10083 
90426 
80770 
50579 
51028 

2156 I90419 
50326 
50616 

$ 2,034 
12,091 
8,200 
5,224 

199 
1,839 
5,235 
5,315 

10,333 
14,011 
23.444 
13,716 
12,335 
11,831 
8,924 

25,339 

2,500 
14,000 
11,500 
5,500 
4,000 
2,000 
4,000 
7,000 

24.19% 
99.92% 
49.05% 
40.10% 
32.43% 
16.90% 
44.82% 
27.63% 

TOTALS $ 40,137 

RUCO Adjustment To Agua Fria Operating Expenses (See RLM-7. Pg 2, Col. (Q) 

RUCO Adjustment To Havasu Operating Expenses (See RLM-7, Pg 2, Col. (Q) 

RUCO Adjustment To Mohave Operating Expenses (See RLM-7, Pg 2, Col. (Q)) 

$ (22,881) $ (17,175) $ (33) $ (2,926) 

$ (33) __ 

$ (2,926) 

References: 
Columns (A), (6) & (C): Per Company Responses To RUCO Data Request #6.02 & #10.01 
Column (D) : Total Commute Miles Is Based On Round Trip Miles Per Company Response To RUCO DR #6.02 Multiplied By An Average Of 250 Annual Trips 
Column (E): Disallowed Factor Is The Percentage Of Commute Miles To Total Miles Driven 
Column (F): Column (6) X Column (E) 
Columns (G), (H) & (I): Allocation To Systems Per Company Responses To RUCO DR #6.02 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,201 0 

Agua Fria Water District 
Schedule RLM-15 (AF) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 19 
PROPERTY TAX COMPUTATION 

LINE 
NO. DESCRIPTION REFERENCE (A) (B) 

Calculation Of The Company's Full Cash Value: 

Annual Operating Revenues: 
1 Adjusted Revenues In Year Ended December 2007 Sch. RLM-6, Col (C), Ln 4 $ 24,395,221 
2 Adjusted Revenues In Year Ended December 2007 Sch. RLM-6, Col (C), Ln 4 24,395,221 
3 Proposed Revenues Sch. RLM-6, Col (D), Ln 4 33,033,172 
4 Total Three Year Operating Revenues Sum Of Lines 1,2 & 3 $ 81,823,615 
5 Average Annual Operating Revenues Line 4 I 3  27,274,538 

6 Two Times Three Year Average Operating Revenues Line 5 X 2 $ 54,549,077 

ADD: 
10% Of Construction Work In Progress ("CWIP"): 

7 Test Year CWlP 
8 10% Of CWlP 

SUBTRACT: 
Transportation At Book Value: 

9 
10 
11 

Original Cost Gf Transportation Equipment 
Acc. Dep. Of Transportation Equipment 

Book Value Of Transportation Equipment 

12 Company's Full Cash Value ("FCV") 

Calculation Of The Company's Tax Liability: 

MULTIPLY: 
FCV X Valuation Assessment Ratio X Property Tax Rates: 

13 Assessment Ratio 
14 Assessed Value 

Property Tax Rates: 
15 Primary Tax Rate 
16 Secondary Tax Rate 
17 Estimated Tax Rate Liability 

18 Company's Total Tax Liability - Based On Full Cash Value 

19 Test Year Adjusted Property Tax Expense As Filing 

20 Decrease In Property Tax Expense 

21 RUCO Adjustment (See RLM-7, Page 2, Column (R)) 

Co. Sch. E-I, Page 2 $ 1,054,631 
Line 7 X 10% $ 105,463 

Company Workpapers $ 
Company Workpapers 

Line 9 + Line 10 $ 

Sum Of Lines 6, 8 & 11 

House Bill 2779 20.0% 
Line 12 X Line 13 $ 10,930,908 

Company Workpapers 9.28861 % 
Company Workpapers 0.00% 

9.28861% Line 15 + Line 16 

$ 54,654,540 

Line 14 X Line 17 $ 1,015,330 

CO. Sch. C-I 1,122,307 

Line 18 - Line 19 $ (106,978) 

Line 20 $ (106,978) 
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LINE 
N 0. 

1 

2 
3 
4 

5 
6 

7 

8 
9 

10 

11 

12 
13 
14 

15 

16 

17 

18 
19 
20 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 20 
INCOME TAX EXPENSE 

Agua Fria Water District 
Schedule RLM-16 (AF) 

Page 1 of 1 

DESCRIPTION REFERENCE AMOUNT 

FEDERAL INCOME TAXES: 

Operating Income Before Taxes 
LESS: 

Arizona State Tax 
Interest Expense 

Federal Taxable Income 

Federal Tax Rate 
Federal Income Tax Expense 

Sch. RLM-6, Column (C), L26 + L23 $ (66,505) 

Line 11 (1 87,594) 
Note (A) Line 20 2,625,722 

Line 1 - Line 2 - Line 3 $ (2,504,633) 

STATE INCOME TAXES: 

Operating Income Before Taxes 
LESS: 

Interest Expense 
State Taxable Income 

State Tax Rate 

State Income Tax Expense 

TOTAL INCOME TAX EXPENSE: 
Federal Income Tax Expense 
State Income Tax Expense 

Total Income Tax Expense Per RUCO 

Total Income Tax Expense Per Company (Per Company Sch. C-I) 

Total Income Taw Adjustmen 

RUCO Adjustment (See Sch. RLM-7, Page 2, Column (S))  

34.00% 
Line 4 X line 5 $ (851,5752 

Sch. RLM-1, Pg 2, Col. (D), L34 

NOTE (A): 
Interest Synchronization: 
Adjusted Rate Base (Sch. RLM-2, Col. (H), L17) $ 99,675,677 
Weighted Cost Of Debt (Sch. RLM-17 Col. (F), L1) 2.63% 
Interest Expense (L18 X L19) $ 2,625,722 

Line 1 $ (66,505) 

2,625,722 
Line 7 - Line 8 $ (2,692,228) 

Note (A) Line 20 

Tax Rate 6.97% 

Line 9 X Line 10 $ (1 87,594) 

Line 6 $ (851,575) 
Line 11 (1 87,594) 

Line12 + Line 13 $ (1,039,170) 

(2,243,386) 

Line 14 - Line 15 $ 1,204,216 

Line 16 $ 1,204,216- 
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COST OF CAPITAL 

Agua Fria Water District 
Schedule RLM-17 (AF) 

Page 1 of 1 

(A) (B) (C) 
WElG HTE D 

LINE CAPITAL COST 
NO. DESCRIPTION RATIO COST RATE 

1 LONG-TERM DEBT 45.16% 5.66% 2.56% 

- 

2 SHORT-TERM DEBT 17.38% 0.45% 0.08% 

3 COMMON EQUITY 37.46% 9.50% 3.56% 

4 TOTAL CAPITALIZATION 100.00% 

5 WEIGHTED COST OF CAPITAL 6.19% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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Havasu Water District 

TABLE OF CONTENTS TO RLM SCHEDULES 

SCH. PAGE 
NO. NO. TITLE 

RLM-1 1 & 2 REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR 

RLM-2 

RLM-3 

RLM-4 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

RLM-5 

RLM-6 

RLM-7 

RLM-8 

TESTIMONY 

TESTIMONY 

TESTIMONY 

RLM-9 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

RLM-10 

1 RATEBASE 

1 

1 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

TESTYEAR GROSS PLANT IN SERVICE AND ACCUMULATED DEPRECIATION 

RATE BASE ADJUSTMENT NO. 1 - RECLASSIFIED PLANT - HAVASU WATER DISTRICT ONLY 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

RATE BASE ADJUSTMENT NO. 2 - ASSET TRANSFER - HAVASU WATER DISTRICT ONLY 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

RATE BASE ADJUSTMENT NO. 3 - CUSTOMER SECURITY DEPOSITS 

RATE BASE ADJUSTMENT NO 4 - NEWVEHICLES - AGUA FRlA ONLY 

RATE BASE ADJUSTMENT NO. 5 - BIG BEND ACRES STORAGE TANK - MOHAVE ONLY 

RATE BASE ADJUSTMENT NO. 6 - LAKE MOHAVE HIGHLANDS STORAGE TANK - MOHAVE ONLY 

RATE BASE ADJUSTMENT NO. 7 - WHITE TANKS - AGUA FRlA ONLY 

RATE BASE ADJUSTMENT NO. 8 - SIERRA MONTANA STORAGE TANK - AGUA FRlA ONLY 

RATE BASE ADJUSTMENT NO. 9 - ALLOWANCE FOR WORKING CAPITAL 1 & 2 

1 OPERATING INCOME 

1 & 2 SUMMARY OF OPERATING INCOME ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO. 1 - ANNUALIZED REVENUE - MOHAVE ONLY 

OPERATING INCOME ADJUSTMENT NO. 2 - DECLINING USAGE ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO. 3 - ANNUALIZED PAYROLL EXPENSE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUlTAL) 

OPERATING INCOME ADJUSTMENT NO. 4 - ANNUALIZED PURCHASED WATER - AGUA FRlA ONLY 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUlTAL) 

OPERATING INCOME ADJUSTMENT NO. 5A - ANNUALIZED PURCHASED POWER - AGUA FRlA ONLY 

OPERATING INCOME ADJUSTMENT NO. 58 - ANNUALIZED PURCHASED POWER - MOHAVE ONLY 

OPERATING INCOME ADJUSTMENT NO. 5C - ANNUALIZED PURCHASED POWER 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO. 6 - ANNUALIZED CHEMICALS EXPENSE - AGUA FRlA ONLY 

OPERATING INCOME ADJUSTMENT NO. 7 - ANNUALIZED CHEMICALS EXPENSE - HAVASU ONLY 

OPERATING INCOME ADJUSTMENT NO. 8A - ANNUALIZED MANAGEMENT FEES EXPENSE - MOHAVE ONLY 
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Havasu Water District 

TABLE OF CONTENTS TO RLM SCHEDULES 

SCH. PAGE 
NO. NO. TITLE 

TESTIMONY OPERATING INCOME ADJUSTMENT NO. 88 - MANAGEMENT FEES EXPENSE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

RLM-10 

TESTIMONY 

RLM-10 

TESTIMONY 

TESTIMONY 

TESTIMONY 

RLM-11 

TESTIMONY 

RLM-12 

RLM-13 

TESTIMONY 

RLM-14 

RLM-15 

RLM-16 

RLM-17 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

OPERATING INCOME ADJUSTMENT NO 9A - MANAGEMENT FEES - OTHER - MOHAVE ONLY 

OPERATING INCOME ADJUSTMENT NO 9B - MANAGEMENT FEES -OTHER 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 101 - MANAGEMENT FEES - ONE-TIME SERVICE CHARGE - MOHAVE ONL’ 

OPERATING INCOME ADJUSTMENT NO 101 - MANAGEMENT FEES - ONE-TIME SERVICE CHARGE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTAL) 

OPERATING INCOME ADJUSTMENT NO 11 - ANNUALIZED GROUP INSURANCE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 12 - ANNUALIZED PENSION EXPENSE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTAL) 

OPERATING INCOME ADJUSTMENT NO 13 - RATE CASE EXPENSE 

OPERATING INCOME ADJUSTMENT NO 14 - ANNUALIZED 401(K) 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTAL) 

OPERATING INCOME ADJUSTMENT NO 15 - TESTYEAR DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO 16 - ALLOCATION OF ANNUAL INCENTIVE PAY 

OPERATING INCOME ADJUSTMENT NO 17 - CUSTOMER SECURITY DEPOSIT - INTEREST EXPENSE 

OPERATING INCOME ADJUSTMENT NO 18 - DISALLOWED VEHICLE EXPENSES 

OPERATING INCOME ADJUSTMENT NO 19 - PROPERTY TAX EXPENSE 

OPERATING INCOME ADJUSTMENT NO 20 - INCOME TAX EXPENSE 

COST OF CAPITAL 
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LINE 
NO. 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

REVENUE REQUIREMENT 

DESCRIPTION 

Original Cost Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L2 I L1) 

Required Operating Income (L5 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L4 - L2) 

Gross Revenue Conversion Factor (RLM-1, Page 2) 

Increase In Gross Revenue Requirement (L7 X L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Percentage Increase In Revenue (L8 I L9) 

Rate Of Return On Common Equity 

(A) 
COMPANY 

OCRB/FVRB 
COST 

$ 3,627,542 

$ (77,102) 

-2.13% 

$ 301,086 

8.30% 

$ 378,188 

1.6712 

-632,0151 
$ 1,266,066 

$ 1,898,081 

49.92% 

11 50% 

Havasu Water District 
Schedule RLM-1 (H) 

Page 1 of 2 

(B) 
RUCO 

OCRBlFVRB 
COST 

$ 3,630,812 

$ (119,582) 

-3.29% 

$ 224,855 

6.19% 

$ 344,437 

1.6712 

7 5 7 5 , 6 1 1 1  
$ 1,280,618 

$ 1,856,229 

44.95% 

9.50% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule RLM-1 Page 2, RLM-6, And RLM-I7 
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LINE 
NO. 

1 
2 
3 
4 
5 

6 

7 

8 
9 
10 
11 
12 
13 

14 
15 
16 

17 
18 
19 

20 

21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

35 
36 

37 

38 
39 
40 

Havasu Water District 
Schedule RLM-1 (H) 

Page 2 of 2 

GROSS REVENUE CONVERSIONFACTOR 

DESCRIPTION (A) (B) (C) (D) 
CALCULATION OF GROSS REVENUE CONVERSION FACTOR: 
Revenue 

Proposed Bad Debt Expense (Per Co. Workpapers) 
Proposed Property Tax (Per Co. Workpapers) 

Combined Federal And State Tax Rate (L13) 
Subtotal (Sum L1 Thru L3) 

Subtotal (L4 - L5) 
Revenue Conversion Factor (L1 / L6) 

CALCULATION OF EFFECTIVE TAX RATE: 
Operating Income Before Taxes (Arizona Taxable Income) 
Arizona State Income Tax Rate 
Federal Taxable Income (L8 - L9) 
Applicable Federal Income Tax Rate (Col. (D). L37) 

1 .oooo 
(0.0066) 

0.9844 
0.3583 
0.6261 

(0.0090) 

100.0000% 
6.9680% 

93.0320% 
31.0187% 

Effective Federal Income Tax Rate (L10 X L11) 
Combined Federal And State Income Tax Rate (L9 + L12) 

28.8573% 
35.8253% 

Required Operating Income (Sch. RLM-1, Pg 1, C (B), L4) 
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. RLM-I, Pg 1, C (B), L2) 

$ 224,855 
(1 19,582) 

Required Increase In Operating Income (L14 - L15) $ 344,437 

Income Taxes On Recommended Revenue (Col. (D), L34) $ 80,816 
Income Taxes On Test Year Revenue (Col. (D), L35) (120,150) 
Required Increase In Revenue To Provide For Income Taxes (L17 - L18) $ 200.966 

Total Required Increase In Revenue (L16 + L19) 

CALCULATION OF INCOME T M  
Revenue (Sch. RLM-1, Pg 1, Col. (B), LIO) 

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25 - L23) 
Synchronized Interest (Col. (C), L40) 

Arizona Taxable Income (L21 - L22 - L23) 
Arizona State Income Tax Rate 
Arizona Income Tax (L24 X L25) 
Fed. Taxable Income (L24 - L26) 
Fed. Tax On 1st Inc. Bracket ($1 - $50,000) @ 15% 
Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25% 
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100,000) @ 34% 
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39% 
Fed. Tax On 5th Inc. Bracket ($335,001 - $10M) @ 34% 
Total Federal Income Tax (L28 + L29 + L30 + L31 + L32) 
Combined Federal And State Income Tax (L26 + L33) 

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C). L23) 
RUCOAdjustment (L34 - L35) (See RLM-6. Col (D), L23) 

Applicable Federal Income Tax Rate (Col. (D), L33 / Col. (C), L27) 

CALCULATION OF INTEREST SYNCHRONIZATION: 
Rate Base (Sch. RLM-2, Col. (H), L15) 
Weighted Avg. Cost Of Debt (Sch. RLM-17, Col. (F), L1) 
Synchronized Interest (L38 X L39) 

$ 545,403 

RUCO Recommended 
$ 1,856,229 

1,534,999 
95,645 

$ 225.585 
6.9680% 

$ 15,719 
$ 209,866 
$ 7,500 

6,250 
8,500 

42,848 

$ 65,098 
$ 80.816 

~ 

$ (120,150) 
$ 200,966 

31 02% 

$ 3,630,812 
2.63% 

S 95.645 
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LINE 

Havasu Water District 
Schedule RLM-2 (H) 

Page 1 of 1 

RATE BASE - ORIGINAL COST 

(A) (B) (C) 
COMPANY RUCO RUCO 
AS FILED OCRBlFVRB ADJ'TED 

NO. DESCRIPTION OCRBlFVRB ADJUSTMENTS OCRBlFVRB 
Gross Utility Plant In Service $ 9,109,914 $ - $  9,109,914 1 

2 
3 
4 

5 

6 
7 
8 

9 

10 

11 

12 

13 

14 

15 

16 

17 
18 
19 

CWlP 
Accumulat ed Depreciation 

Net Utility Plant In Service (Sum L1, L2 & L3) 

Advances In Aid Of Const 

Contribution In Aid Of Const 

NET ClAC (L6 + L7) 
Accumulated Amortization Of ClAC 

Imputed Regulatory Advances 

Imputed Regulatory Contributions 

Customer Meter Deposits 

Customer Security Deposits 

Deferred Income Taxes And Credits 

Investment Tax Credits 

Deferred Debits 

Allowance For Working Capital 

Utility Plant Acquisition Adjustment 

. 

Rounding 
TOTAL RATE BASE (Sum L's 4, 5, & 8 Thru 18) 

(1,991,185) 
$ 7,118,729 $ - $  7,118,729 

$ (2,475,876) $ - $  (2,475,876) 

$ (1,361.030) $ - $  (1,361,030) 

$ (1,991 , I  85) - $  

$ 122,899 - $  122,899 
$ (1,238,132) $ - $  (1,238,132) 

$ 38 $ - $  38 

$ - $  38 $ 38 

$ 13,719 $ - $  13,719 

$ - $  - $  

$ 103,658 $ - $  103,658 

105,406 $ 3,233 $ 108,639 

$ - $  - $  
$ - $  - $  
$ 3,627,542 $ 3,271 $ 3,630,812 

References: 
Column (A): Company Schedule B-1 
Column (B): Schedule RLM-3 
Column (C): Column (A) + Column (B) 
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Havasu Water District 
Schedule RLM-4 (H) 

Page 1 of 1 

TESTYEAR PLANTSCHEDULE 
YEAR ENDED JUNE 30,2010 

(A) (E) (C) (D) (E) . (F) 
RUCO 

LINE ACCT. PLANT PLANT CALCULATED TOTAL PLANT ACCUMULATED NET PLANT 
_ _ ~  NO. NO. ACCOUNTNAME ADDT’YADJMTS RETIREMENTS ANNUAL DEP. VALUE DEPREClATlON VALUE 

1 301000 Organization $ - $  10,144 $ - $  10.144 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

38 

39 
40 
41 

42 

303200 
304100 
304200 
304300 
304600 
304620 
305000 
307000 
310000 
310100 
31 1200 
31 1500 
311530 
320100 
320200 
330000 
331001 
331100 
331200 
331300 
333000 
324100 
334200 
339200 
339250 
339600 
3401w 
340200 
340300 
341100 
343000 
344000 
345000 
3461 00 
3461 90 
346300 

TOTAL 

Laid 8 Ld Rights SS 
StNd  8 Imp ss 
s t m a  8 Imp P 
StNct a Imp WT 
Struct 8 Imp Offices 
StNct 8 Imp Leasehold 
Collect 8 Impounding 
Wells 8 Springs 
Power Generation Equip 
Power Generation Equip Other 
Pump Equip Eleclnc 
Pump Equip Other 
Pumping Equipment WT 
WT Equip Non-Media 
WT Equip Filter Media 
Dist Reserwirs 8 Standpipe 
TD Mains Not Classified by 
TD Mains 4in 8 Less 
TD Mains Sin to 8in 
TD Mains loin to 16in 
Services 
Meters 
Meter Installations 
Other P/E SS 
Other P/E SS 
Other PIE CPS 
Office Furniture 8 Equip 
Comp 8 Penph Equip 
Computer Software 
Trans Equip Lt Duty Trks 
Tools,Shop.Garage Equip 
Laboratory Equipment 
Power Operated Equipment 
Comm Equip Non-Telephone 
Remote Contml8 Instrument 
Comm Equip Other 

0 
Rounding 

5,401 

2,033 
21,590 (749) 

10,012 (315) 
13,866 (6,458) 

(32,492) 

$ 52,903 $ (40,014) 

47,343 
(750) 26.834 

99,968 
2,001,816 

(265) 20,698 

(1.867) 148.253 
(6,479) 384,535 

268 (28,197) 
(967) 50,935 

(25,151) 1,299,007 
4,202 

(69) 
(6.310) 254.498 

29,719 
(14,586) 1,168,705 
(7,558) 695,099 
(4.624) 464,363 
(9.421) 850,290 
(7,609) 730,673 
(4,396) 327,573 
(6,214) 185,081 

(301) 17,253 
(44,614) 
116,045 
33,593 

(72) 3,254 
(1.117) 26,901 

(774) 7,686 
(7.588) 44,018 

(397) 17,808 
(7) 460 

(418) 33,093 

(2.571) 62,574 
(1,356) 44,161 

(567) 7,789 

(0) 
$ (111,095) $ 9,141,492 

RUCOAqustment For Ddference In Deprecaton CompAatoon (RJCOs 1 2 Year vs Co s Monthly Conuers.on) 
RUCO Aojustment For OverlUnoer Reconale To GL Per 8-2 S-M-1 
Ret rementslSalvdge/Cosl Of Removal Per Schedules As fled 

I (66.962) 

41.608 

(131,091) 

(1.810) 

(51,426) 
(1 85,685) 

(25,766) 
(4,869) 

(284,214) 

(63,874) 

(220.859) 
(71,153) 

(282,878) 
(109,179) 

(78.135) 
(79,707) 
(79,776) 
(3.153) 

(1,ffiI) 

(1,251) 
195 

(2.933) 
(1 52,232) 

(1 0.968) 
(35) 

(1 3,398) 
(4,387) 

(10,321) 
(10,333) 

$ (1,880,299) 

47,343 
(104,257) 

99.968 
2.001.816 

18,888 

96,827 
198.850 

46,066 
1,014,792 

4,202 

190,623 
29,719 

947,846 
623,946 
181,485 
741 ,I 1 1 
652,539 
247.867 
105,305 
14,100 

(44,614) 
114,984 
33,593 
2,003 

27,096 
4,754 

(108.214) 
6,840 

425 
19,695 
3,401 

52,253 
33,829 

(53.963) 

(69) 

$ 7,261,193 

(31,963) (37,515) 
(2,776) 1,028 

RUCO Unadjusted Totals Per Vlbrkpapen $ 52,903 $ (40,014) $ (136,449) $ 9,141,492 $ (1,915,038) $ 7,224,706 

43 Company Unadjusted Test Year Plant SubTot $ 52903 $ (40 014) (136449) $ 9 141 492 $ (1 915038) $ 7226454 

44 Company Adjustment For OverIUnder Reconcile To GL Per 8-2 SLM-1 (2,776) (1 028) 
45 Company Unadjusted Plant Totals As File $ (136449) $ 9141492 $ (1917814) $ 7225425 

46 Company Pro Forma Adjustment Per E 2  Columns B ThN I (31 578) (73 371) (104 949) 

47 Company Adjusted Plant In Service As File $ 9109914 $ (1991185) $ 7120476 

References 
Columns (A) Thm (F) RUCO Workpapers W RLM4(1) ThN W RLM 4(3) 
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LINE 
NO. 

1 
2 
3 

4 
5 
6 

7 
8 
9 

10 

. .  

EXPLANATION OF RATE BASE ADJUSTMENT NO. 6 
ALLOWANCE FOR WORKING CAPITAL 

DESCRIPTION 

Materials And Supplies As Per Company 
Materials And Supplies As Per RUCO 
Adjustment 

Prepayment As Per Company 
Prepayment As Per RUCO 
Adjustment 

Cash Working Capital As Per Company 
Cash Working Capital As Per RUCO 
Adjustment 

TOTAL ADJUSTMENT (See RLM-3, Column (H)) 

AMOUNT 

Havasu Water District 
Schedule RLM-5 (H) 

Page 1 of 2 

REFERENCE 

$ 16,308 Company Schedule 8-5, PG. 1 
Company Schedule 6-5, PG. 1 

Line 2 - Line 1 
16,308 

$ 27,718 Company Schedule 8-5, PG. 1 
Company Schedule 8-5, PG. 1 

$ Line 5 - Line 4 
27,718 

$ 61.380 ComDanv Schedule 8-5. PG. 1 
64:613 RUCOSchedule RLM-5, Page 2 

$ 3,233 Line 8 - Line 7 

$ 3,233 Sum Lines 3, 6 & 9 
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Havasu Water District 
Schedule RLM-5 (H) 

Page 2 of 2 
EXPLANATION OF RATE BASE ADJUSTMENT NO. 6 - CONTD 

LEADlLAG DAY SUMMARY 

(A) (B) (C) (D) (E) 
COMPANY RUCO 

LINE EXPENSES RUCO EXPENSES (LEAD)/LAG DOLLAR 
NO. DESCRIPTION AS FILED ADJUSTM'TS AS ADJUSTED DAYS DAYS 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 

14 
15 
16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Appropriate Operating Expenses: 
Labor 
Purchased Water 
Fuel & Power 
Chemicals 
Waste Disposal 
Management Fees 
Group Insurance 
Pensions 
Insurance Other Than Group 
Customer Accounting 
Rents 
Depreciation & Amorization 
Other Operating Expenses 

Taxes Other Than Income 
Property Taxes 
Income Tax 

Taxes: 

$ 284,096 

147,234 
95,204 

192,078 
61,128 
62,943 
11,481 
18,831 
7,103 

258,575 

23,043 
40,997 

118,809 

$ (4,500) 

4 
56,732 

16 

(33) 

6,667 

$ 279,596 

147,238 
151,935 

192,078 
61,128 
62,943 
11,481 
18,847 
7,103 

258,542 

29,709 
40,997 

11 7,592 

Interest Expense 112,091 112,091 

Total Appropriate Operating Expenses $ 1,433,613 $ 57,669 $ 1,491,282 

Expense Lag Line 18. Col. (E) I (C) 32.63 

Revenue Lag 48.44 

Net Lag Line 20 - Line 19 15.81 

RUCO Adjusted Expenses Col. (C), Line 18 $ 1,491,282 

Cash Working Capital Line 21 X Line 22 I365 Days 64.61 3 

Company As Filed Co. Schedule 8-5. Page 1 61,380 

Difference Line 23 - Line 24 $ 3,233 

ADJUSTMENT (See RLM-5, Page 1, L 9) Line 25 $ 3,233 

12.00 
86.87 
32.42 
28.47 
30.00 
(3.88) 
(4.64) 
45.00 
45.00 
7.46 

(10.68) 

$ 3,355,154 

4,773,466 
4,325,601 

(745,263) 
(283,909) 

2,832,435 
516,645 
140,601 
(75,874) 

30.00 7,756,261 

15.65 464,983 
212.50 8,711,840 
42.04 4,943,585 

106.52 11,939,937 

$ 48,655,463 

References: 
Column (A): - Company Schedule B-6 
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7) 
Column (C): Column (A) + (B) 
Column (D): - Company Schedule B-6 
Column (E): Column (C) X Column (D) 



Arizona-Arnercian Water Company 
Docket No. W-01303A-1 GO448 
Test Year Ended June 30,2010 

OPERATING INCOME 

Havasu Water Districf 
Schedule RLM-6 (H) 

Page 1 of 1 

(A) (B) (C) (D) (E) 
COMPANY RUCO RUCO RUCO RUCO 

LINE AS TEST YEAR TEST YEAR PROP'D AS 
NO. DESCRIPTION FILED ADJM'TS AS ADJ'TED CHANGES RECOMM'D 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 

26 

Revenues: 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 
TOTAL OPERATING REVENUE 

Operating Expenses: 
Labor 
Purchased Water 
Fuel & Power 
Chemicals 
Waste Disposal 
Management Fees 
Group Insurance 
Pensions 
Regulatory Expense 
Insurance Other Than Group 
Customer Accounting 
Rents 
General Office Expense 
Miscellaneous 
Maintenance Expense 
Depreciation 8, Amortization 
General Taxes - Property Taxes 
General Taxes - Other 
Income Tax 
Rounding 

TOTAL OPERATING EXPENSES 

OPERATING INCOME (LOSS) 

$ 1,249,895 $ 14,551 $ 1,264,447 $ 575,611 $ 1,840,058 

16,171 16,171 16,171 
S 1.266.066 $ 14.551 $ 1.280.618 $ 575.611 $ 1.856.229 

$ 284,096 $ , (4,500) $ 279,596 $ - $ 279,596 

147,234 
95,204 

192,078 
61,128 
62,943 
7,659 

11,481 
18,831 
7,103 

26,493 
137,500 
94,582 

251,729 
40,997 
23,043 

(1 18.933) 

4 
56,732 

(637) 

16 

(33) 

6,667 
(1,217) 

147,238 
151,935 

192,078 
61,128 
62,943 
7,022 

11,481 
18,847 
7,103 

26,493 
137,467 
94.582 

251,729 
40,997 
29,709 

(1 20,150) 

8,453 

6,197 

237,742 

147,238 
151,935 

192,078 
61.128 
62,943 
7,022 

11,481 
27,301 
7,103 

26,493 
137.467 
94,582 

251,729 
47,194 
29,709 

117,592 

$ 1,343,168 $ 57,031 $ 1,400,199 $ 252,392 $ 1,652,591 

$ (77,102) $ (42,480) $ (119,582) $ 323,220 $ 203,638 

References: 
Column (A): Company Schedule C-I 
Column (B): RLM-7, Columns (B) Thru (S) 
Column (C): Column (A) + Column (B) 
Column (D): RLM-1, Pages 1 & 2 
Column (E): Column (C) + Column (D) 
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Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,201 0 

Havasu Water District 
Schedule RLM-8 (H) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 1 - MOHAVE ONLY 
REVENUE ANNUALIZED FOR RATE INCREASE 

(A) (B) (C) 

LINE COMPANY RUCO 
NO. DESCRIPTION AS FILED AS ADJUSTED DIFFERENCE 

Adjust Booked Water Revenues to Reflect Annualized Rate Increase Adjustments 

Private / Public Fire Meter Class 
1 Bullhead Private Fire 2" 
2 Bullhead Private Fire 4" 
3 Bullhead Private Fire 6 
4 Bullhead Private Fire 8" 
5 Bullhead Private Fire 1 0  
6 Bullhead Public Hydrants 

7 TOTALS 

8 Difference 

9 RUCO Adjustment (See RLM-7, Pg 1, Col. (B)) 

References: 
Column (A): Company Schedule C-2 
Column (B): Company Schedule H-2 
Column (C): Column (B) - Column (A) 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30.201 0 

Havasu Water District 
Schedule RLM-9 (H) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 5A 
ANNUALIZED POWER EXPENSE - WHITE TANKS REGIONAL TREATMENT PLANT 

(A) (B) (C) 
LINE COMPANY ACTUAL 
NO. DESCRIPTION ESTIMATE BILLS DIFFERENCE 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30, 2010 

EXPLANATION OF OPERATING INCOME ADJUSTMENTS NO. %A, 9A 8 10A - MOHAVE ONLY 
MANAGEMENT FEES EXPENSE 

ADJUSTMENT NO. 6A 
(A) (6) 

ADJUSTMENT NO. 7A 
LINE ANNUALIZED OTHER 
NO. DESCRIPTION REFERENCE MANAGEMENT FEES MANAGEMENT FEES 

1 Test Year Management Fees Co. Sch. C-2 

2 Increase in Labor Co. Sch. C-2 

3 4 - Factor Allocation To Mohave Water Co Workpaper 
4 Line 2 X Line 3 

5 

6 Company Management Fees Adjustment Co LJG-4 

7 Difference Line 5 - Line 6 

8 

Pro Forma Adjustment To Management Fees Line 1 + Line 4 

RUCO Adjustment (See RLMJ. Pg 1, Col (F)) Line 7 

Havasu Water District 
Schedule RLM-10 (H) 

Page 1 of 1 

(C) 
ADJUSTMENT NO. 8A 
ONE-TIME CHARGE 

MANAGEMENT FEES 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,201 0 

Havasu Water District 
Schedule RLM-11 (H) 

Page 1 of 1 

LINE 
NO. 

1 

2 

3 

4 

5 
6 
7 
8 

9 
10 

11 

12 
NOTE 

13 
14 
15 

16 
17 
18 
19 

20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 13 
RATE CASE EXPENSE 

(A) (B) (C) 
COMPANY RUCO RUCO 

DESCRIPTION ESTIMATE ADJUSTMENT AS ADJUSTED 
Rate Case Expense Total $ 529,210 $ (44,253) $ 484,957 

Allocation Factor (See NOTE Below) 4.3209% 4.3209% 4.3209% 

Havasu Water District (Line 1 X Line 2) $ 22,867 $ (1,912) $ 20,955 

ONLY Agua Fria District - Video Of White Tanks Facility (Per Co. Response To RUCO DR 1.27) $ 

Total Agua Fria Water District 
Amortization Period - 3 Years 
RUCO Adjusted Rate Case Expense For Instant Case (Line 3 / 3 Years) 
Other Regulatory Expenses (Company Sch. C-2) 

$ 20,955 
3 

$ 6,985 
$ 37 

Adjusted Test Year Rate Case Expense 
Company Rate Case Expenses As Filed (Company Sch. C-2) 

$ 7,022 
$ 7,659 

RUCO Pro Forma Rate Case Expense (Lines9 - IO) 

RUCO Adjustment (Line 97) (See RLM-7, Page 2, Column (L)) 

$ (637) 

$ (637) 

Company Requested Rate Case Expense Per Revised Exhibit TMB-2 $ 529,210 
RUCO Appropriated White Tanks Video To Agua Fria Ratepayers ONLY (16,850) 

Company Depreciation Study Expense As Filed PerStfDR# 9.3 $ 50,000 

Depreciation Study Actual Costs Per Stf DR# 9.3 $ 39,898 
4-Factor Allocation For Az-Am Wide Depreciation Study 
Actual Allocated Cost For Depreciation Study Line 16 X Line 17 $ 14,261 

See Line 32 35.7432% 

RUCO Disallowed Depreciation Study Costs Line 18 - Line 15 (35,739) 

Revised Postcard Invitation Costs Per Co. Response To RUCO DR 2.09 
Adjusted Test Year Customer Count 55,029 

Cost Per Postcard $ 0 65 
Revised Cost $ 35,769 
Original Cost 31,601 

Difference $ 4,168 
2 Number Of Times Public Notice Postcards To Be Issued 

RUCO Revised Postcard Notification Costs Line 25 X line 26 $ 8,336 
- 

Revised Allocation Of Company Rate Case Expenses 7 484,957 

4-Factor Weighted Allocation RUCO RUCO Total 
Districts Included In This Filing Allocation (District /Total) As Adjusted Rate Case Exp. 
Agua Fria Water District 26.7869% 74.94% $ 363,440 $ 380,290 
Havasu Water District 1.5444% 4 32% 20,955 20,955 
. . . - . .- . - . Mnhavp Water District 7.41 18% 20.74% 

I 35.7432% 100.00% Sub-Total _ _  _ _  . .. .. . 

Agua Fria ONLY Video Of White Tanks (Per Co. Response To RUCO DR 1.27) 
Total 

100,562 
$ 484,957 
$ 16.850 
$ 501.807 

100,562 

$ 501.807 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,2010 

Havasu Water District 
Schedule RLM-12 (H) 

Page 1 of 1 

LINE 
NO. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 

38 

39 

40 

41 
42 
43 
44 
45 

46 

47 
48 

49 
References. 

ACCOUNT 
NO. 

301000 
303200 
3041 00 
304200 
304300 
304600 
304620 
305000 
307000 
31 WOO 
310100 
31 1200 
311500 
31 1530 
320100 
320200 
330000 
331001 
331100 
331200 
331300 
333000 
334100 
334200 
339200 
339250 
339600 
3401 00 
340200 
340300 
341 100 
343000 
344000 
345000 
3461 00 
3461 90 
346300 

TOTAL 

SUB-TOTAL 

TOTAL 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 14 
TEST YEAR DEPRECIATION EXPENSE 

(A) (B) (C) (D) 
TOTAL COMPANY AUTHORIZED TEST YEAR 
PLANT PROPOSED DEP. RATES DEPRECIATION 

ACCOUNT NAME VALUE DEP. RATES DEC. 71410 EXPENSE 
Oraanization $ 10,144 0.00% 0.00% 
Land & Ld Rghts SS 
Strud 8 Imp SS 
Stnrd & Imp P 
Strud & Imp WT 
Strud & Imp Offices 
Strud & Imp Leasehold 
Collect & Impounding 
Wells & Springs 
Power Generation Equip 
Power Generation Equip Other 
Pump Equip Electric 
Pump Equip Other 
Pumping Equpment WT 
WT Equp NonMedm 
WT Equp Finer Meda 
Dist Reservoirs & Standpipe 
TD Mans Not Classified by 
TD Mans 4117 &Less 
TD Mans 6m to 8n  
TD Mans lo in to 16in 
Servlces 
Meters 
Meter Installations 
Other P/E SS 
Other P/E SS 
Other PIE CPS 
Office Furnture 8. Equip 
Comp 8. Periph Equip 
Computer Software 
Trans Equip Lt Duty TI%S 
Tools,Shop Garage Equip 
Laboratory Equipment 
Power Operated Equipment 
Comm Equp Non-Telephone 
Remote Control & Instrument 
Comm Equp Other 
0 

TEST YEAR DIRECTUPIS AND DEPRECIATION EXPENSt 

47,343 
26.834 
99,968 

2,001,816 
20.698 

148,253 
384.535 
(28,197) 
50,935 

1,299,007 
4,202 

(69) 
254.498 
29,719 

1,168,705 
695,099 
464,363 
850,290 
730,673 
327,573 
185,081 
17,253 

(44,614) 
116,045 

3,254 
26,901 
7.686 

44,018 
17,808 

460 
33,093 
7.789 

62,574 
44,161 

33,593 

$ 9,141,492 

TEST YEAR CORPORATEUPIS AND DEPRECIATION EXPENSE 

DEPRECIATION EXPENSE ON UPE 

DEPRECIATION EXPENSE ON POST-TEST YEAR PLANT ADDITIONS 
AMORTEATION OF REG. ASSET -ACRM MEDIA REPLACEMENT 
DISTRICT SHARE OF Y2K AMORTIZATION 
DISTRICTSHARE OF CORP AFUDC EQUITYTAX GROSS-UP 
DISTRICTSHARE FOR AMORTIZATION OF CONTRIBUTIONS 

TOTAL DEPRECIATION EXPENSE 

Company As Filed 
Difference 

RUCO Adjustment (See RLM-7, Page 2, Column (N)) 

Column (A): RLM-3, Page 7, Column (D) 
Column (B): RLM-3, Page 1, Column (A) 
Column (C): Column (A) X Column (6) 

0 00% 
3 00% 
2 40% 
2 40% 
3 00% 
3 00% 
2 00% 
2 50% 
3 33% 
3 33% 
4 60% 
4 60% 
4 60% 
5 75% 
11 50% 
185% 
2 14% 
3 00% 
2 14% 
2 14% 
3 75% 
6 00% 
2 50% 
3 33% 
3 33% 
3 33% 
4 50% 
10 00% 
20 00% 
16 00% 
4 00% 
4 00% 
4 00% 
10 00% 
10 00% 
1000% 

0 00% 
2 58% 
0 00% 
0 00% 
2 58% 
0 00% 
2 54% 
2 54% 
3 83% 
3 83% 
3 83% 
0 00% 
0 00% 
7 06% 
0 00% 
2 33% 
2 10% 
2 10% 
2 10% 
2 10% 
2 89% 
6 67% 
3 52% 
0 00% 
0 00% 
0 00% 
4 47% 
10 00% 
25 00% 
20 00% 
4 49% 
3 06% 
2 55% 
8 37% 
8 37% 
6 19% 

$ 

805 
2,399 

48,044 
621 

2,965 
9,613 
(939) 

1,696 
59,754 

193 
(3) 

14,634 
3,418 

21,621 
14,875 
13,931 
18,196 
15,636 
12,284 
11,105 

431 
(1,486) 
3,864 
1,119 

146 
2,690 
1,537 
7,043 

712 
18 

1,324 
779 

6,257 
4,416 

$ 279,701 

5,336 

$ 285,037 

$ 
7.807 

558 
1,077 

(42,749) 

$ 251,729 

$ 251,729 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,2010 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 15 
ANNUALINCENTIVEPLANEXPENSE 

LINE 

Havasu Water District 
Schedule RLM-13 (H) 

Page 1 of 1 

(A) 
RUCO 

NO. DESCRIPTION REFERENCE AS ADJUSTED 

1 AZ-AM Annual Incentive Plan ("AIP") Expense Total 

2 Allocation Factor 
3 Havasu Water District 

4 Portion Deemed Shareholder Benefit Only 

5 RUCO Test-Year Disallowance Of AIP Expense 

6 RUCO Adjustment (See RLM-7, Page 2,  Column (0)) 

Co. Response To Staff DR 3.3 $ 416,224 

Co. Workpapers 1.5444% 
Lines1 X 2  $ 6,428 

RLM Testimony 70.00% 

L ines3X4 $ (4,500) 

Line 5 $ (4,500) 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,2010 

Havasu Water District 
Schedule RLM-14 (H) 

Page I of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 18 
DISALLOWED TRANSPORTATION EXPENSES 

(A) (B) (C) (D) (E) (F) (G) (H) (1) 
TOTAL COMMUTE RUCO RUCO AGUA FRlA HAVASU MOHAVE 

LINE VEHICLE OPERATING MILES MILES DISALLOWED DISALLOWED ALLOCATION ALLOCATION ALLOCATION 
NO. ID EXPENSE DRIVEN DRIVEN FACTOR VALUE 26.79% 1.54% 741% 

1 
2 
3 
4 
5 
6 
7 
8 

9 

10 

11 

12 

51 029 / 10083 
90426 
80770 
50579 
51028 

2156 I90419 
50326 
50616 

$ 2,034 
12,091 
8,200 
5,224 

199 
1,839 
5,235 
5,315 

10,333 
14,011 
23,444 
13,716 
12,335 
11,831 
8,924 

25,339 

2,500 
14,000 
11,500 
5,500 
4,000 
2,000 
4,000 
7,000 

24.19% 
99.92% 
49.05% 
40.10% 
32.43% 
16.90% 
44.82% 
27.63% 

TOTALS $ 40,137 

RUCO Adjustment To Agua Fria Operating Expenses (See RLM-7, Pg 2, Col. (a) 

RUCO Adjustment To Havasu Operating Expenses (See RLM-7, Pg  2, Col. (a) 

RUCO Adjustment To Mohave Operating Expenses (See RLM-7, Pg 2, Cot. (a)) 

$ (22,881) $ (17,175) $ (33) $ (2,926) 

$ (17,175) 

$ (2,926) 

References: 
Columns (A), (e) & (C): Per Company Responses To RUCO Data Request #6.02 
Column (D) : Total Commute Miles Is Based On Round Trip Miles Per Company Response To RUCO DR #6.02 Multiplied By An Average Of 250 Annual Trips 
Column (E): Disallowed Factor Is The Percentage Of Commute Miles To Total Miles Driven 
Column (F): Column (B) X Column (E) 
Columns (G), (H) & (I): Allocation To Systems Per Company Responses To RUCO DR #6.02 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,201 0 

LINE 

NO. 

1 
2 
3 
4 
5 

6 

7 
8 

9 
10 
11 

12 

13 
14 

15 
16 
17 

18 

19 

20 

21 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 19 
PROPERTY TAX COMPUTATION 

Havasu Water District 
Schedule RLM-15 (H) 

Page 1 of 1 

DESCRIPTION REFERENCE (A) (B) 

Calculation Of The Company's Full Cash Value: 

Annual Operating Revenues: 
Adjusted Test Year Revenue 
Adjusted Test Year Revenue 
RUCO Proposed Revenue 

Total Three Year Operating Revenues 
Average Annual Operating Revenues 

Two Times Three Year Average Operating Revenues 

ADD: 
10% Of Construction Work In Progress ("CWIP): 

Test Year CWlP 
10% Of CWlP 

SUBTRACT: 
Transportation At Book Value: 

Original Cost Of Transportation Equipment 
Acc. Dep. Of Transportation Equipment 

Book Value Of Transportation Equipment 

Company's Full Cash Value ("FCV") 

Calculation Of The Company's Tax Liability: 

MULTIPLY: 
FCV X Valuation Assessment Ratio X Property Tax Rates: 

Assessment Ratio 
Assessed Value 

Property Tax Rates: 
Primary Tax Rate 
Secondary Tax Rate 

Estimated Tax Rate Liability 

Company's Total Tax Liability - Based On Full Cash Value 

Test Year Adjusted Property Tax Expense As Filed 

Increase (Decrease) In Property Tax Expense 

RUCO Adjustment (See RLM-7, Page 2, Column (R)) 

Sch. RLM-6, Col (C), Ln 4 $ 1,280,618 
Sch. RLM-6, Col (C). Ln 4 1,280,618 
Sch. RLM-6, Col (D), Ln 4 1,856,229 

Sum Of Lines 1,2 & 3 $ 4,417,464 
Line 4 I 3 1,472,488 

Line 5 X 2 $ 2,944,976 

Co. Sch. E-I, Page 2 $ 66,299 
Line 7 X 10% $ 6,630 

Company Workpapers $ 
Company Workpapers 

Line 9 + Line 10 $ 

$ 2,951,606 Sum Of Lines 6, 8 & 11 

House Bill 2779 20.0% 
Line 12 X Line 13 $ 590,321 

Company Workpapers 8.07% 
Company Workpapers 0.00% 

Line 15 + Line 16 8.07% 

Line 14 X Line 17 $ 47,664 

CO. Sch. C-I 40,997 

Line 18 - Line 19 $ 6,667 

Line 20 $ 6,667 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,201 0 

Havasu Water District 
Schedule RLM-16 (H) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 20 
INCOME TAX EXPENSE 

LINE 
NO. 

1 

2 
3 
4 

5 
6 

7 

8 
9 

10 

11 

12 
13 
14 

15 

16 

17 

DESCRIPTION REFERENCE AMOUNT 

FEDERAL INCOME TAXES: 

Operating Income Before Taxes 
LESS: 

Arizona State Tax 
Interest Expense 

Federal Taxable Income 

Federal Tax Rate 
Federal Income Tax Expense 

STATE INCOME TAXES: 

Operating Income Before Taxes 
LESS: 

Interest Expense 
State Taxable Income 

Sch. RLM-6, Column (C), L26 + L23 $ (239,732) 

Line 11 (23,369) 
Note (A) Line 20 95,645 

, (312,008) Line 1 - Line 2 - Line 3 $ 

Sch. RLM-1, Pg 2, Col. (D), L34 31.02% 
Line 4 X line 5 $ (96,781) 

Line 1 $ (239,732) 

95,645 
Line 7 - Line 8 $ (335,377) 

Note (A) Line 20 

State Tax Rate Tax Rate 6.97% 

State Income Tax Expense Line 9 X Line 10 $ (23,369) 

TOTAL INCOME TAX EXPENSE: 
Federal Income Tax Expense 
State Income Tax Expense 

Total Income Tax Expense Per RUCO 

Line 6 $ (96,781) 
Line 11 (23,369) 

Line12 + Line 13 $ (1 20,150) 

Total Income Tax Expense Per Company (Per Company Sch. C-I) (1 18,933) 

Total Income Tax Adjustmen Line 14 - Line 15 $ (1,217) 

RUCO Adjustment (See Sch. RLM-7, Page 2, Column (S)) Line 16 $ (1,217) 

NOTE (A): 
Interest Synchronization: 

Weighted Cost Of Debt (Sch. RLM-17 Col. (F), L1) 
18 Adjusted Rate Base (Sch. RLM-2, Col. (H), L17) $ 3,630,812 
19 2.63% 
20 Interest Expense (L18 X LIS) $ 95,645 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30,201 0 

COST OF CAPITAL 

Havasu Water District 
Schedule RLM-17 (H) 

Page 1 of 1 

(A) (B) (C) 
WEIGHTED 

LINE CAPITAL COST 
NO. DESCRIPTION RATIO COST RATE 

1 LONG-TERM DEBT 45.16% 5.66% 2.56% 

- 

2 SHORT-TERM DEBT 17.38% 0.45% 0.08% 

3 COMMON EQUITY 

4 TOTAL CAPITALIZATION 

5 WEIGHTED COST OF CAPITAL 

References: 
Columns (A) Thru (F): Testimony, WAR 

37.46% 9.50% 3.56% 

100.00% 

6.19% 
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Docket No. W-01303A-10-0448 
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MohaE Water District 

TABLE OF CONTENTS TO RLM SCHEDULES 

SCH. PAGE 
NO. NO. 

RLM-1 1 & 2  
- 

RLM-2 1 

RLM-3 1 

RLM-4 1 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

RLM-5 1 & 2  

RLM-6 1 

RLM-7 1 & 2  

RLM-8 1 

TESTIMONY 

TESTIMONY 

TESTIMONY 

RLM-9 . 1 

TESTIMONY 

TESTIMONY 

TESTIMONY 

TESTIMONY 

RLM-10 1 

TESTIMONY 

TITLE 
REVENUE REQUIREMENT AND GROSS REVENUE CONVERSION FACTOR 

RATE BASE 

SUMMARY OF ORIGINAL COST RATE BASE ADJUSTMENTS 

TESTYEAR GROSS PLANT IN SERVICE AND ACCUMULATED DEPRECIATION 

RATE BASE ADJUSTMENT NO 1 - RECLASSIFIED PLANT - HAVASU WATER DISTRICT ONLY 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTAL) 

RATE BASE ADJUSTMENT NO 2 - ASSET TRANSFER - HAVASU WATER DISTRICT ONLY 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

RATE BASE ADJUSTMENT NO 3 - CUSTOMER SECURITY DEPOSITS 

RATE BASE ADJUSTMENT NO 4 - NEWVEHICLES - AGUA FRlA ONLY 

RATE BASE ADJUSTMENT NO 5 - BIG BEND ACRES STORAGE TANK - MOHAVE ONLY 

RATE BASE ADJUSTMENT NO 6 - LAKE MOHAVE HIGHLANDS STORAGE TANK - MOHAVE ONLY 

RATE BASE ADJUSTMENT NO 7 - WHITE TANKS - AGUA FRlA ONLY 

RATE BASE ADJUSTMENT NO 8 - SIERRA MONTANA STORAGE TANK - AGUA FRlA ONLY 

RATE BASE ADJUSTMENT NO 9 - ALLOWANCE FOR WORKING CAPITAL 

OPERATING INCOME 

SUMMARY OF OPERATING INCOME ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO 1 

OPERATING INCOME ADJUSTMENT NO 2 - DECLINING USAGE ADJUSTMENT 

OPERATING INCOME ADJUSTMENT NO 3 - ANNUALIZED PAYROLL EXPENSE 

- ANNUALIZED REVENUE - MOHAVE ONLY 

(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 4 - ANNUALIZED PURCHASED WATER -AGUA FRlA ONLY 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 5A - ANNUALIZED PURCHASED POWER - AGUA FRlA ONLY 

OPERATING INCOME ADJUSTMENT NO 58 - ANNUALIZED PURCHASED POWER - MOHAVE ONLY 

OPERATING INCOME ADJUSTMENT NO 5C - ANNUALIZED PURCHASED POWER 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

OPERATING INCOME ADJUSTMENT NO 6 - ANNUALIZED CHEMICALS EXPENSE - AGUA FRlA ONLY 

OPERATING INCOME ADJUSTMENT NO 7 - ANNUALIZED CHEMICALS EXPENSE - HAVASU ONLY 

OPERATING INCOME ADJUSTMENT NO 8A - ANNUALIZED MANAGEMENT FEES EXPENSE - MOHAVE ONLY 

OPERATING INCOME ADJUSTMENT NO 88 - MANAGEMENT FEES EXPENSE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 
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Mohave Water District 

TABLE OF CONTENTS TO RLM SCHEDULES 

SCH. PAGE 
NO. NO. TITLE 

RLM-10 1 OPERATING INCOME ADJUSTMENT NO. 9A - MANAGEMENT FEES - OTHER - MOHAVE ONLY 

TESTIMONY OPERATING INCOME ADJUSTMENT NO. 9B - MANAGEMENT FEES - OTHER 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

RLM-10 1 OPERATING INCOME ADJUSTMENT NO. I O / -  MANAGEMENT FEES - ONE-TIME SERVICE CHARGE - MOHAVE ONL 

TESTIMONY OPERATING INCOME ADJUSTMENT NO. 101- MANAGEMENT FEES - ONE-TIME SERVICE CHARGE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

TESTIMONY OPERATING INCOME ADJUSTMENT NO. 11 - ANNUALIZED GROUP INSURANCE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

TESTIMONY OPERATING INCOME ADJUSTMENT NO. 12 - ANNUALIZED PENSION EXPENSE 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

RLM-11 

TESTIMONY 

1 OPERATING INCOME ADJUSTMENT NO. 13 - RATE CASE EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 14 - ANNUALIZED 401 (K) 
(COMPANY TO FORMULATE ADJUSTMENT IN REBUTTAL) 

RLM-12 

RLM-13 

1 

1 

OPERATING INCOME ADJUSTMENT NO. 15 - TESTYEAR DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 16 - ALLOCATION OF ANNUAL INCENTIVE PAY 

TESTIMONY 1 OPERATING INCOME ADJUSTMENT NO. 17 - CUSTOMER SECURITY DEPOSIT - INTEREST EXPENSE 

RLM-14 1 OPERATING INCOME ADJUSTMENT NO. 18 - DISALLOWED VEHICLE EXPENSES 

RLM-15 1 OPERATING INCOME ADJUSTMENT NO. 19 - PROPERTY TAX EXPENSE 

RLM-16 1 OPERATING INCOME ADJUSTMENT NO. 20 - INCOME TAX EXPENSE 

RLM-17 1 COST OF CAPITAL 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30.201 0 

REVENUE REQUIREMENT 

(A) 
COMPANY 

LINE OCRB/FVRB 
NO. DESCRIPTION COST 

1 Original Cost Rate Base $ 11,567,057 

2 Adjusted Operating Income (Loss) $ (379,959) 

3 Current Rate Of Return (L2 / L1) -3.28% 

4 Required Operating Income (L5 X L1) $ 960,066 

5 8.30% Required Rate Of Return On Fair Value Rate Base 

6 

7 

8 

9 Adjusted Test Year Revenue 

10 

11 

12 

Operating Income Deficiency (L4 - L2) 

Gross Revenue Conversion Factor (RLM-1, Page 2) 

Increase In Gross Revenue Requirement (L7 X L6) 

Proposed Annual Revenue (L8 + L9) 

Required Percentage Increase In Revenue (L8 I L9) 

Rate Of Return On Common Equity 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule RLM-1 Page 2, RLMB, And RLM-17 

Mohave Water District 
Schedule RLM-1 (M) 

Page 1 of 2 

(B) 
RUCO 

OC RB/FVR B 
COST 

$ 10,292,864 

$ (379,316) 

-3.69% 

$ 637,434 

6.19% 

$ 1,340,025 $ 1,016,749 

1.6692 1.6692 

$ 4,904,260 $ 4,981,477 

$ 7,141,010 $ 6,678,621 

45.61 % 34.07% 

11 50% 9.50% 



Arizona-Amercian Water Company 
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LINE 
NO. 

1 
2 
3 
4 
5 
6 

7 

8 
9 
10 
11 
12 
13 

14 
15 
16 

17 
18 
19 

20 

21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 

35 
36 

37 

38 
39 
40 

Mohave Water District 
Schedule RLM-1 (M) 

Page 2 of 2 

GROSS REVENUE CONVERSIONFACTOR 

DESCRIPTION (A) (B) (C) (D) 
CALCULATION OF GROSS REVENUE CONVERSION FACTOR: 
Revenue 1 .oooo 

-0.0073 
-0.0076 
0.9851 

Proposed Bad Debt Expense (Per Co. Workpapers) 
Proposed Property Tax (Per Co. Workpapers) 

Subtotal (Sum L1 Thru L3) 
Combined Federal And State Tax Rate (L13) 

Subtotal (L4 - L5) 
Revenue Conversion Factor (L1 I L6) 

0.3860 
0.5991 

CALCULATION OF EFFECTIVE TAX RATE: 

Arizona State Income Tax Rate 
Federal Taxable Income (L8 - L9) 
Applicable Federal Income Tax Rate (Col. (D), L37) 

Operating Income Before Taxes (Arizona Taxable Income) 100.0000% 
6.9680% 

93.0320% 
34.0000% 

Effective Federal Income Tax Rate (LIO X L11) 
Combined Federal And State Income Tax Rate (L9 + L12) 

31.6309% 
38.5989% 

Required Operating Income (Sch. RLM-1, Pg 1, C (B), L4) 
Adj'd T.Y. Oper'g Inc. (Loss) (Sch. RLM-1, Pg 1, C (B), L2) 
Required Increase In Operating Income (L14 - L15) $ 1,016,749 

Income Taxes On Recommended Revenue (Col. (D), L34) $ 230,264 
Income Taxes On Test Year Revenue (Col. (D), L35) (408,900) 
Required Increase In Revenue To Provide For Income Taxes (L17 - L18) 

$ 637,434 
(379,3 16) 

$ 639.164 

Total Required Increase In Revenue (L16 + L19) 

CALCULATION OF INCOME TAX: 
Revenue (Sch. RLM-1, Pg 1, Col. (B). LIO) 

Operating Expense Excluding Income Tax (RLM-6, Col. (E), L25 - L23) 
Synchronized Interest (Col. (C), L40) 

Arizona Taxable Income (L21 - L22 - L23) 
Arizona State Income Tax Rate 
Arizona Income Tax (L24 X L25) 
Fed. Taxable Income (L24 - L26) 
Fed. Tax On 1st Inc. Bracket ($1 - $50,000) @ 15% 
Fed. Tax On 2nd Inc. Bracket ($50,001 - $75,000) @ 25% 
Fed. Tax On 3rd Inc. Bracket ($75,001 - $100,000) @ 34% 
Fed. Tax On 4th Inc. Bracket ($100,001 - $335,000) @ 39% 
Fed. Tax On 5th Inc. Bracket ($335,001 - $10M) @ 34% 
Total Federal Income Tax (L28 + L29 + L30 + L31 + L32) 
Combined Federal And State Income Tax (L26 + L33) 

Test Year Combined Income Tax, RUCO As Adjusted (RLM-6, Col. (C), L23) 
RUCO Adjustment (L34 - L35) (See RLM-6, Col. (D), L23) 

Applicable Federal Income Tax Rate (Col. (D), L33 I Col. (C), L27) 

CALCULATION OF INTEREST SYNCHRONIZATION: 
Rate Base (Sch. RLM-2, Col (H), L15) 
Weighted Avg Cost Of Debt (Sch RLM-17, Col. (F). L1) 
Synchronized Interest (L38 X L39) 

$ 1,655,913 

RUCO Recommended 
$ 6,678,621 

5,8 IO, 924 
271,141 

$ 596,555 
6.9680% 

$ 41,568 
$ 554,987 
$ 7,500 

6,250 
8,500 

91,650 
74,796 

$ 188,696 
$ 230.264 

$ (408,900) 
$ 639,164 

34.00% 

$ 10,292,864 
2.63% 

$ 271,141 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30.2010 

LINE 

Mohave Water District 
Schedule RLM-2 (M) 

Page 1 of 1 

RATE BASE - ORIGINAL COST 

(A) (6) (C) 
COMPANY RUCO RUCO 
AS FILED OCRWFVRB ADJ'TED 

NO. DESCRIPTION OCRBIFVRB ADJUSTMENTS OC RBIFVR B 
1 Gross Utilitv Plant In Service $ 32,336,956 $ (1,304,005) $ 31,032,951 
2 
3 
4 

5 

6 
7 
8 

9 

10 

11 

12 

13 

14 

15 

16 

17 
18 
19 

CWlP 
Accumulated Depreciation 

Net Utility Plant In Service (Sum L1, L2 & L3) 

Advances In Aid Of Const 

Contribution In Aid Of Const. 

NET ClAC (L6 + L7) 
Accumulated Amortization Of ClAC 

Imputed Regulatory Advances 

Imputed Regulatory Contributions 

Customer Meter Deposits 

Customer Security Deposits 

Deferred Income Taxes And Credits 

Investment Tax Credits 

Deferred Debits 

Allowance For Working Capital 

Utilitv Plant Acauisition Adiustment 
Rounding ' 

TOTAL RATE BASE (Sum L's 4, 5, & 8 Thru 18) 

$ (14,680,444) 20,747 $ (14,651,697) 
$ 17,656,512 $ (1,275,258) $ 16,381,254 

- $  (6,165,511) $ (6,165,511) $ 

$ (558,502) $ - $  (558,502) 
27,413 27,413 

$ (531,089) $ - $  (531,089) 

$ - $  - $  

$ - $  - $  

$ (3,932) $ - $  (3,932) 

$ - $  (3,932) $ (3,932) 

$ 135,348 $ - $  135,348 

$ - $  - $  

68,991 $ - $  68,991 

$ 406,738 $ 4,997 $ 41 1,735 

$ - $  - $  
$ - $  - $  
$ 11,567,057 $ (1,274,193) $ 10,292,864 

References: 
Column (A): Company Schedule B-1 
Column (B): Schedule RLM-2 
Column (C): Column (A) + Column (€3) 
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Page 1 of 1 

TESTYEAR PLANT SCHEDULE 
YEARENDED JUNE30,2010 

(E) (C) 
RUCO 

PLANT CALCULATED 
RETIREMENTS ANNUAL DEP. 
$ - 5  

(A) 

LINE ACCT. P L A M  
NO. NO. ACCOUNT NAME ADDT'S/ADJMTS -- 

1 301000 Organization $ 

TOTALPLANT ACCUMULATED NET P L A M  
DEPRECIATION VALUE 
$ - $  34,004 

37,061 
290,791 

10 2,361 
9,609 

31,052 
(184,217) 297,405 

1,966 31.783 
(16.399) 31.447 

VALUE 
$ 34,004 

37,061 
290,791 

2,351 
9.609 

2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 

59 

60 
61 
62 

63 

302000 
303200 
303300 
303500 
303600 
304100 
304200 
304300 
304400 
304500 
304600 
304620 
304700 
305000 
306000 
307000 
308000 
309000 
31 0000 
310100 
311200 
311300 
311500 
320100 
320200 
330000 
330100 
331001 
331 100 
331200 
331300 
331400 
333000 
334100 
334200 
334300 
335000 
339200 
339250 
339600 
340100 
340200 
340300 
340330 
341100 
341200 
341300 
341400 
342000 
343000 
344000 
345000 
346100 
346190 
346200 
346300 
347000 

TOTAL 

Franchises 
Land 8 Land Rights SS 
Land 8 Land Rghts P 
Land d. Land Rights TD 
Land 8 Land Rights AG 
S~NCI a Imp ss 
strud a Imp P 
Struct8 Imp WT 
Strud 8 Imp TD 
Strud 8 Imp AG 
Strud 8 imp Ofices 
Struct 8 Imp Leashold 
Strud 8 Imp Store, Shop and Garage 
Collect 8 Impounding 
Lake, RiYer 8 Other Intakes 
wells a Springs 
Infiltration Galleries 8 Tunne 
Supply Mains 
Power Generation Equip 
Power Generatbn Equip Mher 
Pump Equip Eledrtc 
Pump Equip Diesel 
Pump Equip Other 
WT Equip Non-Media 
WT Equip Finer Media 
Disl Reservoin 8 Standpipe 
Elevated Tanks 8 Standpipes 
TD Mains Not Classled by Size 
TD Mains 4in 8 Less 
TD Mains 6m l o  8in 
TD Mains loin to 16in 
TD Mains Greaterthan 18' 
Selvices 
Meters 
Meter Installations 
Meter Vaults 
Hydrants 
Other P/E SS 
OtherPlE SS 
OtherP1E CPS 
Ofice Furniture a Equip 
Comp 8 Periph Equip 
Computer SoRware 
Comp SoRware Other 
Trans Equip Lt Duty Trks 
Trans Equip Hvy Duty Trks 
Transpollation Equipment - Othei 
Trans Equip Other 
Stores Equipment 
Tools,Shop,Garage Equtp 
Laboratory Equipment 
Power Operated Equipment 
C o r n  Equip Non-Telephone 
Remote Control 8 Instrumentali 
Comm Equip Telephone 
Comm Equip Mher 
Miscellaneous Equipment 

0 

(2,247) 

(361) 

(17.039) 
(23,543) 

(16,516) 

(98,500) 

31,052 
481,622 
29,817 
47.846 

28,839 
28,130 

15,136 

143,108 

36,535 

5.377 
18.244 
14,411 

40 

300,223 
65,390 

59 

90,000 

5,760 

$ 751,253 

43,546 
7.829 

452,514 

'(3,772) 39,774 
(544) 7,285 

(111,176) 341.337 

29.223 
663,944 

(10,146) 19,078 
(216,727) 447,217 

(475,051) 593,026 

(1,456) 56,975 
50,355 

(1.751.889) 877,199 

1,068,077 

58,431 
50,355 

2,629.087 

1.009 
97,220 

2,163,367 

54,847 
11,784,507 
3,317,357 

252,041 
76,265 

4,208,639 
1,749,550 

227.353 

51,004 
82.583 

(126) 882 
(92,071) 5,149 

(493,836) 1,669,532 
(5,562) (5.582) 
(8,632) 46.215 

15.738.903) 6.045.604 
' (z66,592j 3,050.765 

(12,866) 239,175 
(2.311) 73.954 

(1,962,549) 2,246,090 
(1.079.041) 670,509 

(58,930) 168,424 

(3.802) 47,202 
82,583 

179,702 
1 10.243 
109,956 

134.741 
90,000 

14.312 
2,400 

130.699 
7,623 

172,529 
180.533 
10,009 
49,678 
5,111 

(14,178) 165,524 
4,338 114,581 

273,091 383.048 
(3) (3) 

(741.875) (607,134) 
(6,750) 83,250 

(4.996) 9.316 
(2,302) 98 

(166,628) (35.929) 
(9,228) (1.605) 

(128,345) 44.184 
(57.401) 123.132 

10,009 
(26.664) 23,015 

7,379 12,489 

5 (158.206) $ (358,2711 $ 31,230,437 5 (13.368.183) $ 17,862,254 

(1,010,316) (1,010,316) 
(157,815) (157,615) 

RbCO Aajuslmenl For Diference In Deprecialion Computatnn (RUCOs 112 Year vs Co '5 Monlnty Conversoi $ 
RUCO Aajuslmenr For OMrlUnder Recnncile To G- Per 8-2, SLM-1 

(IO 551) 

(198t7) Relremenls.SalvageiCosl Of Removal Per Scneawes As filed 

RUCO Unadjusted Totals Per Ylbrkpaperr $ 751,253 $ (158,206) (388.638) 5 31,230,437 $ (14,536,314) 5 16,694,123 

64 Company Unadjusted Test Year Plant SubTok $ 52,903 5 (40,014) (388,638) 5 31,230,437 $ (14,536,314) $ 16,694,123 

65 Company Adjustment For Owr/Under Reconcile To GL Per 8-2. SLM-I 157,815 157,815 
66 Company Unadjusted Piant Totals As File, 5 (388,638) 5 31,230,437 $ (14,378,499) $ 16,851,938 

67 Company Pro Forma Adjustment Per 8-2, Columns B Thru i 1,106,519 (301,945) 804,574 

68 Company Adjusted Plant In SeMCe As File, 5 32,336,956 5 (14,680.444) $ 17,656,512 

References: 
Columns (A) ThN (F): RUCO Vlbrkpapei3 WP RLMI(1)  ThN W RLM-4(3) 
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Mohave Water District 
Schedule RLM-5 (M) 

Page 1 of 2 

EXPLANATION OF RATE BASE ADJUSTMENT NO. 6 
ALLOWANCE FOR WORKING CAPITAL 

(A) (B) 
LINE 
NO. DESCRIPTION AMOUNT REFERENCE 

1 
2 
3 Adjustment 

4 Prepayment As Per Company 
5 Prepayment As Per RUCO 
6 Adjustment 

Materials And Supplies As Per Company 
Materials And Supplies As Per RUCO 

$ 38,979 Company Schedule 8-5, PG. 1 
Company Schedule 8-5, PG. 1 

$ Line 2 - Line 1 

$ 11 1,697 Company Schedule 8-5, PG. 1 

38,979 

11 1,697 Company Schedule 8-5, PG. 1 
Line 5 - Line 4 $ 

7 Cash Working Capital As Per Company $ 256,062 Company Schedule B-5. PG. 1 . .  
8 Cash Working Capital As Per RUCO 261,058 RUCO Schedule RLM-5, Page 2 
9 Adjustment $ 4,997 Line 8 - Line 7 

10 TOTAL ADJUSTMENT (See RLM-3, Column (H)) $ 4,997 Sum Lines 3,6 & 9 



Arizona-Amercian Water Company 
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Test Year Ended June 30.2010 

Mohave Water District 
Schedule RLM-5 (M) 

Page 2 of 2 
EXPLANATION OF RATE BASE ADJUSTMENT NO. 6 - CONTD 

LEADILAG DAY SUMMARY 

(A) (B) (C) (D) (E) 
COMPANY RUCO 

LINE EXPENSES RUCO EXPENSES (LEAD)/LAG DOLLAR 
NO. DESCRIPTION AS FILED ADJUSTM'TS AS ADJUSTED DAYS DAYS 

I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 

14 
15 
?6 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Appropriate Operating Expenses: 
Labor 
Purchased Water 
Fuel & Power 
Chemicals 
Waste Disposal 
Management Fees 
Group Insurance 
Pensions 
Insurance Other Than Group 
Customer Accounting 
Rents 
Depreciation & Amorization 
Other Operating Expenses 

Taxes Other Than Income 
Property Taxes 
Income Tax 

Taxes: 

$ 1,203,791 
19,361 

622,963 
10,377 

904,807 
283,462 
194,252 
55,096 
90,002 
27,332 

934.294 

93,795 
175,834 
378,842 

33,510 

$ 1,182,196 
19,362 

621,304 
10,378 

938,317 
283,462 
194,252 
55,096 
90,095 
27,332 

931,368 

93,795 
172,170 
433,486 

Interest Expense 357,422 357,422 

Total Appropriate Operating Expenses $ 5,351,632 $ 58,402 $ 5,410,034 

ExpenseLag Line 18, Col. (E) I (C) 30.54 

Revenue Lag RUCO Workpapers 48.16 

Net Lag Line 20 -Line 19 17.61 

RUCO Adjusted Expenses Col. (C), Line 18 $ 5,410,034 

Cash Working Capital Line 21 X Line 22 I365 Days 261,058 

Company As Filed Co. Schedule 8-5, Page 1 256,062 

Difference 

ADJUSTMENT (See RLM-5, Page 1. L 9) 

Line 23 - Line 24 $ 4,997 

Line 25 $ 4,997 

12.0000 
86.8700 
32.4200 
28.4700 
30.0000 
(3.8800) 
(4.6445) 
45.0000 
45.0000 
7.4600 

(10.6818) 

30.0000 

15.651 1 
212.5000 
42.0402 

106.5200 

$ 14,186,354 
1,681,960 

20,142,683 
295,451 

(3,640,668) 
(1,316,538) 
8,741,340 
2,479,320 

672,105 
(291,954) 

27,941,040 

1,468,000 
36,586,225 
18,223,822 

38,072,598 

$ 165,241,739 

References: 
Column (A): - Company Schedule B-6 
Column (B): RUCO Operating Income Adjustments (See Schedule RLM-7) 
Column (C): Column (A) + (B) 
Column (D): -Company Schedule B-6 
Column (E): Column (C) X Column (D) 



Arizona-Arnercian Water Company 
Docket No. W-01303A-1 GO448 
Test Year Ended June 30.2010 

OPERATING INCOME 

( 4  (B) (C) 
COMPANY RUCO RUCO 

LINE AS TEST YEAR TEST YEAR 
NO. DESCRIPTION FILED AD J M 'TS AS ADJ'TED 

Revenues: 
1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

25 

26 

Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 
TOTAL OPERATING REVENUE 

Operating Expenses: 
Labor 
Purchased Water 
Fuel & Power 
Chemicals 
Waste Disposal 
Management Fees 
Group Insurance 
Pensions 
Regulatory Expense 
Insurance Other Than Group 
Customer Accounting 
Rents 
General Oftice Expense 
Miscellaneous 
Maintenance Expense 
Depreciation & Amortization 
General Taxes - Property Taxes 
General Taxes - Other 
Income Tax 
Rounding 

TOTAL OPERATING EXPENSES 

OPERATING INCOME (LOSS) 

$ 4,726,464 

177,796 
$ 4,904.260 

$ 1,203,791 
19,361 

622,963 
10,377 

904,807 
283,462 
194,252 
39,974 
55,096 
90,002 
27,332 

123,891 
455.792 
354,611 

1,092.421 
175,834 
93,795 

(463,544) 

$ 77,217 

$ 77,217 

$ (21,595) 
0 

(1,659) 
0 

33,510 

92 

21,230 
(3,664) 

54,644 

$ 4,803,681 

177,796 
$ 4,981,477 

$ 1,182,196 
19,362 

621,304 
10,378 

938,317 
283,462 
194,252 
36,915 
55,096 
90,095 
27,332 

123.891 
452,866 
354,611 

1,113,651 
172,170 
93,795 

(408,900) 

$ 5.284.219 $ 76.574 $ 5.360.793 

644 $ (379.316) $ (379,959) $ 

Mohave Water Distrid 
Schedule RLM-6 (M) 

Page 1 of 1 

(D) (E) 
RUCO RUCO 
PROP'D AS 

CHANGES RECOMM'D 

$ 1,697,143 $ 6,500,825 

177,796 
$ 1,697,143 $ 6,678,621 

$ - $ 1,182,196 
19,362 

621,304 
10,378 

21,039 

20,191.46 

842,386 
(1) 

938,317 
283,462 
194.252 
36,915 
55,096 

111,134 
27,332 

123,891 
452,866 
354,611 

1,113,651 
192,362 
93,795 

433,486 

$ 883.616 $ 6.244.410 

$ 813.527 $ 434,211 

References: 
Column (A): Company Schedule C-I 
Column (B): RLM-7, Columns (B) Thru (S) 
Column (C): Column (A) + Column (B) 
Column (D): RLM-1, Pages 1 & 2 
Column (E): Column (C) + Column (D) 
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Mohave Water District 
Schedule RLM-8 (M) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 1 - MOHAVE ONLY 
REVENUE ANNUALIZED FOR RATE INCREASE 

(A) (B) (C) 

LINE 
NO. DESCRIPTION 

COMPANY RUCO 
AS FILED AS ADJUSTED DIFFERENCE 

Adjust Booked Water Revenues to Reflect Annualized Rate Increase Adjustments 

Private / Public Fire Meter Class 
1 Bullhead Private Fire 2" 
2 Bullhead Private Fire 4" 
3 Bullhead Private Fire 6" 
4 Bullhead Private Fire 8" 
5 Bullhead Private Fire 1 0  
6 Bullhead Public Hydrants 

$ $ 15.84 $ 15.84 
$ $ 95.01 $ 95.01 
$ $ 44.10 $ 44.10 
$ 15.84 $ 14.71 $ (1.14) 
$ 95.01 $ 3.72 $ (91.29) 
$ 44.10 $ 313.78 $ 269.69 

7 TOTALS $ 154.95 $ 487.15 $ 332.21 

8 Difference $ 332.21 

9 RUCO Adjustment (See RLM-7, Pg 1, Col. (B)) $ 332 

References: 
Column (A): Company Schedule C-2 
Column (B): Company Schedule H-2 
Column (C): Column (B) - Column (A) 
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Test Year Ended June 30.201 0 

Mohave Water District 
Schedule RLM-9 (M) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 5A 
ANNUALIZED POWER EXPENSE - WHITE TANKS REGIONAL TREATMENT PLANT 

LINE 
NO. DESCRIPTION 

(A) (B) (C) 
COMPANY ACTUAL 
ESTIMATE BILLS DIFFERENCE 
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Test Year Ended June 30. 2010 

Mohave Water  District 
Schedule RLM-10 (M) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENTS NO. 8A, 9A & 10A - MOHAVE ONLY 
MANAGEMENT FEES EXPENSE 

(A) (B) (C) 
ADJUSTMENT NO. 6A ADJUSTMENT NO. 7A ADJUSTMENT NO. 8A 

LINE ANNUALIZED OTHER ONE-TIME CHARGE 
NO. DESCRIPTION REFERENCE MANAGEMENT FEES MANAGEMENT FEES MANAGEMENT FEES 

1 

2 

3 
4 

5 

6 

7 

8 

9 

10 

Test Year Management Fees 

Increase in Labor 

4 - Factor Allocation To Mohave Water 

Pro Forma Adjustment To Management Fees 

Company Management Fees Adjustment 

Difference 

RUCO Adjustment (See RLM-7, Pg 1, Col. (F)) 

RUCO Adjustment (See RLM-7, Pg 1, Col. (G)) 

RUCO Adjustment (See RLM-7. Pg 1, Col. (H)) 

Co. Sch. C-2 $ 901,024 $ 901,024 $ 901,024 

Co. Sch. C-2 $ 338.022 $ 53,599 $ 111,529 

Co. Wohpaper 7.41 18% 7.4118% 7.41 18% 
Line 2 X Line 3 25,054 3,973 8,266 

Line 1 + Line 4 $ 926.078 $ 904,997 $ 909,290 

Co. LJG-4 $ 905,589 $ 901,748 $ 899,518 

Line 5 - Line 6 $ 20.489 $ 3,249 $ 9,772 

Line 7 $ 20.489 

Line 7 $ 3,249 

Line 7 $ 9,772 
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LINE 
NO. 

1 

2 

3 

4 

5 
6 
7 
8 

9 
10 

11 

12 
NOTE 

13 
14 
15 

16 
17 
18 
19 

20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 13 
RATECASEEXPENSE 

(A) (B) 
COMPANY RUCO 

DESCRIPTION EST1 MATE ADJUSTMENT 
Rate Case Expense Total $ 529,210 $ (44,253) 

Allocation Factor (See NOTE Below) 20.7363% 20.7363% 

Mohave Water District (Line 1 X Line 2) $ 109,739 $ (9,l 77) 

ONLY Agua Fria District - Video Of White Tanks Facility (Per Co. Response To RUCO DR 1.27) 

Total Agua Fria Water District 
Amortization Period - 3 Years 
RUCO Adjusted Rate Case Expense For Instant Case (Line 3 I 3  Years) 
Other Regulatory Expenses (Company Sch. C-2) 

Adjusted Test Year Rate Case Expense 
Company Rate Case Expenses As Filed (Company Sch. C-2) 

RUCO Pro Forma Rate Case Expense (Lines 9 - IO) 

RUCO Adjustment (Line 97) (See RLM-7, Page 2, Column (L)) 

Company Requested Rate Case Expense 
RUCO Appropriated White Tanks Video To Agua Fria Ratepayers ONLY 

Per Revised Exhibit TMB-2 

Company Depreciation Study Expense As Filed PerStfDR# 9.3 $ 50,000 

Depreciation Study Actual Costs Per Stf DR# 9.3 $ 39,898 
4-Factor Allocation For Az-Am Wide Depreciation Study See Line 32 35.7432% 
Actual Allocated Cost For Depreciation Study Line 16 X Line 17 $ 14,261 
RUCO Disallowed Depreciation Study Costs Line 18 - Line 15 

Revised Postcard Invitation Costs Per Co. Response To RUCO DR 2.09 
Adjusted Test Year Customer Count 55,029 

Cost Per Postcard $ 0.65 
Revised Cost $ 35,769 
Original Cost 31,601 

Difference $ 4,168 
Number Of Times Public Notice Postcards To Be Issued 
RUCO Revised Postcard Notification Costs 

2 
Line 25 X line 26 

Revised Allocation Of Company Rate Case Expenses 

4-Factor Weighted Allocation RUCO 
Districts Included In This Filing Allocation (District /Total) As Adjusted 
Agua Fria Water District 26.7869% 74.94% $ 363,440 
Havasu Water District 1.5444% 4.32% 20,955 
Mohave Water District 7.41 18% 20.74% 100,562 
Sub-Total 35.7432% 100.00% $ 484,957 
Agua Fria ONLY Video Of White Tanks (Per Co. Response To RUCO DR 1.27) 16,850 
Total $ 501.807 

$ 

(C) 
RUCO 

AS ADJUSTED 
$ 484.957 

20.7363% 

$ 100,562 

$ 

$ 100.562 
3 

$ 33,521 
$ 3,395 

$ 36,916 
$ 39,975 

$ (3,059) 

$ (3.059) 

529,210 
(16,850) 

$ 

(35,739) 

$ 8,336 
$ 484,957 

RUCO Total 
Rate Case Exp. 

$ 380,290 
20,955 

100,562 

$ 501 -807 - , - -  
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LINE 
NO. 

1 

9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 

60 

61 

62 
63 
64 
65 
66 

67 
68 

69 

70 
71 

72 

References: 

ACCOUNT 
NO. 

301000 
302000 
303200 
303300 
303500 
303600 
304100 
304200 
304300 
304400 
304500 
304600 
304620 
306000 
305000 
306000 
307000 
308000 
309000 
310000 
310100 
311200 
311300 
31 1500 
3201 00 
320200 
330000 
330100 
331001 
331100 
331200 
331300 
331400 
340300 
334100 
334200 
334300 
335000 
339200 
339250 
339600 
346200 
340200 
340300 
340330 
341 100 
341200 
341300 
341400 
342000 
343000 
344000 
345000 
346100 
3461 90 
346200 
346300 
347000 
TOTAL 

SUBTOTAL 

TOTAL 

EXPLANAXIN OF OPERATING INCOME ADJUSTMENT NO. 14 
TEST YEAR DEPRECIATION EXPWSE 

(AI 
TOTA- 
PLANT 

ACCOUNT NAME 
Organization 
Franchises 
Land &Land Rghts SS 
Land S Land Rights P 
Land S Land Rights TD 
Land S Land Rghts AG 
struct a Imp ss 

struct a Imp WT 
Struct imp TD 
stwct a imp AG 
Struct a Imp Offices 
Struct Imp Leashold 
Lakes, Riven. Other Intakes 
Collect 8 Impounding 
Lake, River 8 Other Intakes 
wells a Springs 
Infiltration Galleries & Tunne 
Supply Mains 
Power Generation Equip 
Power Generation Equip Other 
Pump Equip Electric 
Pump Equip Diesel 
Pump Equip Other 
WT Equip Non-Media 
W l  Equip Finer Media 
Dist ReseNoirs B Standpipe 
Elevated Tanks S Standpipes 
TD Mains Not Classified by Slze 
TD Mains 4in 8 Less 
TD Mains 6111 to 8in 
TD Mains loin to 16in 
TD Mains Greaterthan 18" 
Computer Soflware 
Meters 
Meter Installations 
Meter Vaults 
Hydrants 
Other PIE SS 
Other PIE ss 
Other PIE CPS 
Communication Equipment Telephone 
Comp 8. Periph Equip 
Computer Software 
Comp Software Other 
Trans Equip Lt Duly Trks 
Trans Equip Hvy Duty Trks 
Transpoltatwn Equipment - Other 
Trans Equip Omer 
Sores Equipment 
Tools,Shop,Garage Equip 
Laboratory Equipment 
Power Operated Equipment 
Comm Equip Non-Telephone 
Remote Control & lnstwmentati 
Comm Equip Telephone 
Comm EaUiD Other 

StNCt & Imp P 

VALUE - 
5 34,004 

37.061 
290,791 

2,351 
9,609 

31.052 
481,622 
29,817 
47.846 
43.546 
7.829 

452.514 

29,223 
663.944 

1,068,077 

58.431 
50,355 

2,629,087 

1,009 
97,220 

2,163,367 

54,847 
11,784,507 
3,317.357 

252,041 
76.265 

4,208.639 
1,749,550 

227,353 

51,004 
82,583 

179,702 
110.243 
109.956 

134.741 
90,000 

14,312 
2.400 

130,699 
7,623 

172,529 
180,533 
10,009 
49,678 
5.111 

Miscellaneous Equipment 
0 $ 31,230,437 

TEST YEAR CORPORATE UPlS AND DEPRECIATION EXPENSE 

DEPRECIATION EXPENSE ON UPiS 

DEPRECIATION EXPENSE ON POST-TESTYEAR PLANT ADDITIONS 
AMORTIZATION OF REG. ASSET -ACRM MEDIA REPLACEMENT 
DISTRICT SHARE OF Y2K AMORTIZATION 
DISTRICT SHARE OF CORP AFUDC EQUITY TAX GROSSUP 
DISTRICT SHARE FOR AMORTIZATION OF CONTRlBUllONS 

RUCO DISALLOWANCE OF BIG BEND ACRES STORAGE TANK PLANT 
RUCO DISALLOWANCE OF LAKE MOHAM HIGHLANDS STORAGE TANK 

TOTAL DEPRECIATION EXPENSE 

Company As Filed 
Difference 

RUCOAdjustment (See RLM-7, Page 2, Column (N)) 

(E) 
COMPANY 

PROPOSED 
DEP. RATES 

0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
3.00% 
2.40% 
2.40% 
2.40% 
3.00% 
3.00% 
3.00% 
3 00% 
2.00% 
2.00% 
2.50% 
2.50% 
2.50% 
3.33% 
3.33% 
4.60% 
4.60% 
4.60% 
5.75% 
1 1 S O %  
1.85% 
1.85% 
2.14% 
3.00% 
2.14% 
2.14% 
2.14% 
3.75% 
6.00% 
2.50% 
2.51% 
2.99% 
3.33% 
3.33% 
3.33% 
4.50% 
10.00% 
20.00% 
20.00% 
16.00% 
11.43% 
13.12% 
13.33% 
4.00% 
4.00% 
4.00% 
4.00% 
10.00% 
10.00% 
10.00% 
1O.W% 
6.25% 

(643,834) 3.00% 
(660,171) 0.00% 

(C) 
AUTHORIZED 
DEP. RATES 
OEC. 69440 

0.00% 
0 00% 
0.00% 
0.00% 
0.00% 
0.00% 
2.83% 
2.39% 
2.50% 
1.81% 
4.63% 
2.03% 
2.03% 
4.63% 
2.54% 
0.00% 
2.70% 
0.00% 
2.00% 
0 00% 
0.00% 
5.12% 
5 00% 
5.00% 
7.06% 
0.00% 
1.81% 
1.81% 
1.53% 

(0) 
TEST YEAR 

DEPRECIATION 
EXPENSE 

$ 

14,449 
716 

1,148 
1,045 

235 
13,575 

a77 
13,279 

26,702 

1,461 
1.677 

120,938 

46 
5,590 

40,022 

1.174 
1.53% 353.535 
1.53% 70.991 
1.53% 5,394 
2.00% 1,632 
0.00% 157,824 
6.67% 104,973 
6.53% 5,684 
0.00% 
199% 1.525 
0.00% 2.750 
0.00% 
3 31% 5,984 
4.04% 4,961 
10.00% 10,996 
25.00% 
0.00% 

20.00% 21,559 
15 00% 10,287 
0.00% 
25.00% 1,908 
3.93% 96 
4.49% 5,228 
10.00% 305 
4.64% 6,901 
3.66% 18,053 
0.00% 1,001 
9.76% 4,968 
6.19% 51 1 
0.00% 

$ 1.039.999 

52,644 

$ 1,092.643 

10,952 

2,648 
5,168 

(20,905) 

$ (19,315) 
$ 

1,071,190 

$ 1,092,421 
21.230 

$ 21.230 

Column (A): RLM-3, Page 7, Column (D) 
Column (E): RLM-3, Page 1, Column (A) 
Column (C) Column (A) X Column (8) 
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EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 15 
ANNUALINCENTIVEPLANEXPENSE 

(A) 
LINE RUCO 
NO. DESCRIPTION REFERENCE AS ADJUSTED 

1 AZ-AM Annual Incentive Plan ("AIP") Expense Total Co. Response To Staff DR 3.3 $ 416,224 

2 Allocation Factor 
3 Mohave Water District 

Co. Workpapers 7.41 18% 
Lines 1 X 2  $ 30,850 

4 Portion Deemed Shareholder Benefit Only RLM Testimony 70.00% 

5 RUCO Test-Year Disallowance Of AIP Expense L ines3X4 $ (21,595) 

6 RUCO Adjustment (See RLM-7, Page 2, Column (0)) Line 5 $ (21,595) 
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Mohave Water District 
Schedule RLM-14 (M) 

Page 1 of 1 

EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 18 
DISALLOWED TRANSPORTATION EXPENSES 

(4 (B) (C) (D) (E) (F) (G) (H) (1) 
TOTAL COMMUTE RUCO RUCO AGUA FRlA HAVASU MOHAVE 

LINE VEHICLE OPERATING MILES MILES DISALLOWED DISALLOWED ALLOCATION ALLOCATION ALLOCATION 
NO. ID EXPENSE DRIVEN DRIVEN FACTOR VALUE 26.79% 154% 741% 

1 
2 
3 
4 
5 
6 
7 
8 

9 

10 

11 

12 

51 029 / 10083 
90426 
80770 
50579 
51028 

2156 /90419  
50326 
50616 

$ 2,034 
12,091 
8.200 
5,224 

199 
1,839 
5,235 
5,315 

10,333 
14,011 
23,444 
13,716 
12,335 
11,831 

8.924 
25,339 

2,500 
14,000 
11,500 
5,500 
4,000 
2,000 
4,000 
7,000 

24.19% 
99.92% 
49.05% 
40.10% 
32.43% 
16.90% 
44.82% 
27.63% 

TOTALS $ 40,137 

RUCO Adjustment To Agua Fria Operating Expenses (See RLM-7, Pg 2, Col. (Q) 

RUCO Adjustment To Havasu Operating Expenses (See RLM-7, Pg  2, Col. (Q) 

RUCO Adjustment To Mohave Operating Expenses (See RLM-7. Pg 2, Col. (Q)) 

$ (22,881) $ (17.175) $ (33) $ (2,926) 

$ (17,175) 
P 

$ (33) ___ 

$ (2,926) 

References: 
Columns (A), (B) & (C): Per Company Responses To RUCO Data Request #6.02 
Column (D) : Total Commute Miles Is Based On Round Trip Miles Per Company Response To RUCO DR #6.02 Multiplied By An Average Of 250 Annual Trips 
Column (E): Disallowed Factor Is The Percentage Of Commute Miles To Total Miles Driven 
Column (F): Column (B) X Column (E) 
Columns (G), (H) & (I): Allocation To Systems Per Company Responses To RUCO DR #6.02 
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EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 19 
PROPERTY TAX COMPUTATION 

LlNE 

NO. DESCRIPTION REFERENCE (A) (B) 

Calculation Of The Company's Full Cash Value: 

Annual Operating Revenues: 
1 Adjusted Test Year Revenue 
2 Adjusted Test Year Revenue 
3 RUCO Proposed Revenue 
4 
5 Average Annual Operating Revenues 

Total Three Year Operating Revenues 

6 Two Times Three Year Average Operating Revenues 

ADD: 
10% Of Construction Work In Progress ("CWIP): 

7 Test Year CWlP 
8 10% Of CWlP 

SUBTRACT: 
Transportation At Book Value: 

9 
10 
11 

Original Cost Of Transportation Equipment 
Acc. Dep. Of Transportation Equipment 

Book Value Of Transportation Equipment 

12 Company's Full Cash Value ("FCV") 

Calculation Of The Company's Tax Liability: 

MULTl PLY: 
FCV X Valuation Assessment Ratio X Property Tax Rates: 

13 Assessment Ratio 
14 Assessed Value 

Property Tax Rates: 
15 Primary Tax Rate 
16 Secondary Tax Rate 
17 Estimated Tax Rate Liability 

18 Company's Total Tax Liability - Based On Full Cash Value 

19 Test Year Adjusted Property Tax Expense As Filed 

20 Increase (Decrease) In Property Tax Expense 

21 RUCO Adjustment (See RLM-7, Page 2, Column (R)) 

Sch. RLM-6, Col (C), Ln 4 $ 4,981,477 
Sch. RLM-6, Col (C), Ln 4 4,981,477 . .  
Sch. RLM-6, Col (D), Ln 4 6,678,621 

Sum Of Lines 1 ,2  & 3 $ 16,641,575 
Line 4 I 3 5,547,192 

Line 5 X 2 $ 11,094,384 

Co. Sch. E-I, Page 2 $ 443,606 
Line 7 X 10% $ 44,361 

RUCO Workpapers $ 
RUCO Workpapers 

Line 9 + Line 10 $ 

Sum Of Lines 6, 8 & 11 $ 11,138,744 

House Bill 2779 20.0% 
Line 12 X Line 13 $ 2,227,749 

Company Workpapers 8.92% 

8.92% 
Company Workpapers 0.00% 

Line 15 + Line 16 

Line 14 X Line 17 $ 198,782 

CO. Sch. C-I 202,446 

Line 18 - Line 19 $ (3,664) 
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EXPLANATION OF OPERATING INCOME ADJUSTMENT NO. 20 
INCOME TAX EXPENSE 

(A) (B) 
LINE 
NO. DESCRl PTlON REFERENCE AMOUNT 

FEDERAL INCOME TAXES: 

1 Operating Income Before Taxes 
LESS: 

2 Arizona State Tax 
3 Interest Expense 
4 Federal Taxable Income 

5 Federal Tax Rate 
6 Federal Income Tax Expense 

STATE INCOME TAXES: 

7 Operating Income Before Taxes 
LESS: 

8 Interest Expense 
9 State Taxable Income 

Sch. RLMB, Column (C), L26 + L23 $ (788,216) 

Line 11 (73,816) 

Line 1 - Line 2 - Line 3 $ (985,541) 
Note (A) Line 20 271,141 

Sch. RLM-1, Pg 2, Col. (D), L34 34.00% 
Line 4 X line 5 $ (335,084r 

Note (A) Line 20 271,141 
Line 7 - Line 8 $ (1,059,357) 

10 State Tax Rate Tax Rate 6.97% 

11 State Income Tax Expense 

TOTAL INCOME TAX EXPENSE: 
12 Federal Income Tax Expense 
13 State Income Tax Expense 
14 Total Income Tax Expense Per RUCO 

Line 9 X Line 10 $ (73,816) 

Line6 $ (335,084) 
Line 11 (73,816) 

Line 12 + Line 13 $ (408,900) 

15 Total Income Tax Expense Per Company (Per Company Sch. C-I) (463,544) 

16 Total Income Tax Adjustmen Line 14 - Line 15 $ 54,644 

17 RUCO Adjustment (See Sch. RLM-7, Page 2, Column (S)) Line 16 $ 54,644 

NOTE (A): 
Interest Synchronization: 

18 Adjusted Rate Base (Sch. RLM-2, Col. (H), L17) $ 10,292,864 
19 
20 Interest ExDense fL18 X L19) $ 271.141 

Weighted Cost Of Debt (Sch. RLM-17 Col. (F), L1) 2.63% 



Arizona-Amercian Water Company 
Docket No. W-01303A-10-0448 
Test Year Ended June 30.201 0 

COST OF CAPITAL 

LINE CAPITAL 
N 0. DESCRIPTION RATIO - 
1 LONG-TERM DEBT 45.16% 

2 SHORT-TERM DEBT 17.38% 

3 COMMON EQUITY 

4 TOTAL CAPITALIZATION 

5 WEIGHTED COST OF CAPITAL 

37.46% 

100.00% 

Mohave Water District 
Schedule RLM-17 (M) 

Page 1 of 1 

(B) (C) 
WE1 G HTE D 

COST 
COST RATE 

5.66% 2.56% 

0.45% 0.08% 

9.50% 3.56% 

6.19% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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Direct Testimony of Thomas H. Fish, Ph.D. 
On Behalf of the Residential Utility Consumer Office 
Arizona American Water Co. Docket No. W-01303A-10-0448 

Arizona-American Water Co. (AAWC) filed an Application for a Determination 

4 of the Current Fair Value of its Utility Plant and Property and for Increases in i ts 

5 Rates and Charges Based Thereon for Utility Service by its Agua Fria Water District, 

6 Havasu Water District, and Mohave Water District. Among other things, the 

7 Company requested a revenue increase of $20.8 million and seeks to put an 

8 additional $74 million of i ts capital investment into rate base. The White Tanks 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

original cost amount rate base, according to Company witness Broderick is  

$62,534,962. 

My testimony describes and presents evaluations, observations and 

recommendations regarding whether the White Tanks treatment plant was a 

prudent investment and whether it is currently used and useful. My analysis is 

geared towards determining whether AAWC’s request to place the original cost of 

White Tanks in rate base is in the ratepayer’s best interest. In addition, I reviewed 

and evaluated the Company’s request to include four other capital projects in rate 

base. 

As a result of my review and evaluation of the information available in this 

proceeding I have determined that no more than 50 percent of the White Tanks 

20 

2 1  

22 

plant is used and useful. The decision to build the plant was made on the basis of 

mistakes as was the decision to use it as a stand-alone rather than a regional surface 

water treatment plant. Throughout the history of the plant the Company had 
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opportunities to limit i t s  financial risk, but chose not to do so. The current use of the 

plant is not in the best interest of current Agua Fria ratepayers compared to the 

original design and intent of the project. The decision to build and operate the 

White Tanks treatment plant was imprudent. 
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INTRODUCTION 

9. 

A. 

9. 

A. 

9. 

A. 

9. 

A. 

Please state your name, occupation, and business address. 

My name is Thomas H. Fish. I am President of Ariadair Economics Group. My 

business address is 1020 Fredericksburg Rd., Excelsior Springs, MO 64024. 

What does Ariadair Economics Group do? 

Ariadair Economics Group provides expert witness and consulting services in 

administrative and judicial litigation proceedings. 

Please describe your educational background. 

I hold a B.A. degree in Economics from University of Missouri a t  Kansas City, a M.A. 

degree in Economics from Central Missouri State University, and a Ph.D. degree in 

Economics, with minor areas of study in Finance and Marketing, from University of 

Arkansas. My resume is attached to my testimony. 

Please describe your professional experience. 

I have provided expert witness and consulting services in Economics, Finance, Utility 

Regulation, Industrial Organization, and related areas in administrative and judicial 

litigation proceedings for over thirty years. I have also taught graduate and 

undergraduate college classes in Economics, Finance, Quantitative Methods, 
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Financial Accounting, Managerial Accounting, Cost Accounting, Management and 

related classes. 

Q. Please provide a summary of the Arizona-American Water Company's application. 

A. On November 3, 2010, Arizona-American Water Co. (AAWC) filed an Application for a 

Determination of the Current Fair Value of i t s  Utility Plant and Property and for 

Increases in its Rates and Charges Based Thereon for Utility Service by its Agua Fria 

Water District, Havasu Water District, and Mohave Water District. Among other 

things, the Company requested a revenue increase of $20.8 million and seeks to put 

an additional $74 million of i t s  capital investment into rate base. The White Tanks 

original cost amount in rate base, according to Company witness Broderick is 

$62,534,962. The requested rate increase for Agua Fria customers is 74.6 percent 

overall and 72 percent for residential customers, -21.5 percent for commercial 

customers, 84 percent for sale for resale, 1228.1 percent for misc. irrigation sales, 

and 84 percent for private fire. 

9. What is the nature of your testimony in this proceeding? 

A. My testimony describes and presents evaluations, observations and 

recommendations regarding whether the plant is currently used and useful. My 

analysis is geared towards determining whether AAWC's request to place the original 

cost of White Tanks in rate base is in the ratepayers' best interest. In addition, I will 
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review the Company’s request to include four other capital projects in rate base and 

make recommendations regarding that request. 

Q. What were the major components of your evaluation? 

A. I visited the White Tanks plant and interviewed AAWC employees. In addition, I 

reviewed, analyzed and evaluated the Company’s application in this matter, the 

history of the White Tanks treatment plant, the Company’s work papers, and i ts  

responses to data requests submitted by RUCO and other participants in the 

proceeding. 

Q. Where is the White Tanks treatment plant located? 

A. The White Tanks treatment plant is located in Surprise Arizona a t  Cactus and 

Perryville Road, on the Beardsley canal. 

Q. Where are the customers of the White Tanks surface water treatment plant 

located? 

A. For the most part, they are AAWC’s Agua Fria customers. 

I 18 
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9. When did the White Tanks project begin? 

A. On October 11, 2005, AAWC filed an application with the Arizona Corporation 

Commission requesting certain approvals associated with a transaction with the 

Company’s Agua Fria Water District and the Maricopa County Municipal Water 

Conservation District Number One (“MWD”) in order to enable the Company to 

obtain treatment of a portion of the Company’s Central Arizona Project (“CAP”) a t  a 

planned regional water treatment facility. The application stated that MWD 

proposed to construct a regional water-treatment facility known as the White Tanks 

Regional Water Treatment Facility to treat surface water delivered over CAP 

facilities. The Company requested Commission approval of the issuance of evidence 

of indebtedness in the amount of approximately $37,414,000 for a 40-year capital 

lease obligation with an interest rate 275 basis points over the long-term Treasury 

Bond rate; approval of the transfer of certain assets to MWD; and approval of 

proposed increases to and extension of the Company’s existing Water Facilities 

Hook-Up Fee Tariff assessed to new-home construction. In association with the 

capital lease, the Company also sought approval of its proposed ratemaking 

treatment and recovery method for capital and operating costs, and a prudence 

finding. 

On March 2, 2006, the Company indicated that issues had arisen between the 

Company and MWD, and requested that the procedural schedule in the matter be 

suspended. The request was granted. 
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1 Q. You indicated above that the proposed White Tanks was a planned regional water 

2 treatment facility. In your opinion, what does that mean? 

3 A. The White Tanks treatment plant is designed to treat surface water. This surface 

4 water is allocated to various entities on the basis of so many acre feet per year. The 

5 water is transported via the Beardsley canal to the Agua Fria service area (MWD’s 

6 service area is overlapped by the Agua Fria service area). The surface water 

7 treatment process is a relatively continuous process as compared to well water that 

8 i s  quickly accessed and available by pump. Therefore, the treated surface water 

9 does not replace the well water, but supports it with the result that well water usage 

10 is reduced. 

11 The Water QuaIitV and Operations Optimization Study Final Report prepared by 

12 NCS for AAWC January 2010 addressed this issue a t  page 10: 

13 
14 
15 
16 
17 
18 
19 
20 

21 
22 

23 
24 

“2. Several meetings with AAW staff established a baseline strategy 
where each water plant will have a flow control valve in order to ensure 
that the WTWTP is not used as a peaking treatment plant. Because the 
finished water reservoir at the WTWP is only 2.45MG, any changes in 
demands have to be followed by a change in production, without which the 
storage tank will either fill up or dry out. Using flow control valves allow the 
WTWTP to run a t  a reasonably steady flow rate instead of fluctuating 
production with demand. 

3. 
strategy. . . 

Blending that results in an acceptable water quality is an acceptable 

5. 
mode.” (emphasis added) 

When the WTWTP is offline, the system will operate in groundwater 

25 
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This operational characteristic, in addition to  the original stated purpose of the 

plant as a regional water treatment center serving three or more water 

companies, suggests that the economics of the plant require more than a single user. 

Q. What happened after the March 2,2006 suspension of AAWC’s application? 

A. Following the March 2,2006, suspension of the procedural schedule due to a conflict 

between MWD and AAWC, a Procedural Conference was held on August 1,2006. On 

September 1, 2006, the Company filed a Revised Application in the docket. The 

Revised Application indicated that the Company planned to  construct the White 

Tanks regional surface water treatment Facility (“White Tanks Project”) without 

MWD. The Revised Application requested an increase of i t s  existing Water Facilities 

Hook-Up Fee for new home construction to fund the plant. The Revised Application 

also requested accounting orders related to the planned water treatment facility, 

and requested that the Company be ordered to make certain associated filings. 

Q. Did all parties to the proceeding agree to the Company‘s Revised Application 

requests? 

A. No. Several issues were contested. One of those was construction of the White 

Tanks plant. MWD intervened in the proceeding. 
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Q. What are the issues that MWD had with respect to the White Tanks Water 

Treatment Plant? 

A. According to MWD in i ts Comments of the Maricopa Water District, page 2, under 

the Revised Application, AAWC proposed to cut the District out of the (White Tanks) 

process and build the White Tanks Plant by itself. The original AAWC Application 

proposed a capital lease with a small increase in hook-up fees, while the Revised 

Application proposed a much larger increase in hook-up fees. In addition, MWD 

alleged there were several inaccuracies in the Revised Application. Both the Revised 

Application and the Staf f  Report incorrectly stated that MWD no longer wished to 

finance, build, and own the White Tanks Plant. In fact, MWD proposed a lower-cost 

plant, with higher output than AAWC’s proposed plant and no increased hook-up 

fees. 

Q. Did MWD claim that i ts  proposed treatment plant would cost less than the plant 

proposed by AAWC? 

A. Yes. In i ts Comments, MWD stated that it had retained Malcolm Pirnie to prepare a 

preliminary engineering study for MWDs proposed regional treatment plant. MWD’s 

proposed plant would have total capacity of 80 MGD and the initial phase of the 

plant would treat 20 MGD. The projected cost of the MWD plant was $47M and that 

of AAWC’s plant was $67M. The AAWC plant capacity, however, was only 13.4 MGD. 
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In addition, the MWD plant would not require an increase in the hook-up fee while 

the AAWC plant would require significant increases in hook-up fees.’ 

Q. Was the capacity of the proposed AAW treatment facility 13.4 MGD? 

A. In the second phase of Docket No. W-01303A-05-0718, the Company testified it 

would build a four train White Tanks plant (Joseph E. Gross, Surrebuttal Testimony a t  

page 3 lines 8-10). Each train would process 6.7 MGD for a total capacity of 26.8 

MGD, or 20 MGD if one of the trains was not operational. 

In this proceeding, the Company has testified that the White Tanks plant was 

built to treat 20 MGD with three trains, but that only two of the three trains should 

count. 

Q. Were the hook-up fees important in the W-01303A-05-0718 proceeding? 

A. Yes. In i ts original application the MWD was to finance construction of the plant and 

AAWC would then enter into a long-term lease for the plant. The lease was to be 

considered a capital lease and AAWC requested Commission approval of the 

issuance of evidence of indebtedness in the amount of $37,414,000 for a 40-year 

capital lease obligation with an interest rate of 275 basis points over the long-term 

’ COMMENTS OF THE MARICOPA WATER DISTRICT, Docket No. W-01303-05-0718, Docketed 
November 16,2006. The “Maricopa Water District Treatment Plant Planning Preliminary Engineering Study” 
Final Report - August 2006 was attached to the “COMMENTS.” 
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Treasury Bond rate. Certain assets were to be transferred to MWD and the existing 

Water Facilities Hook-Up Fee Tariff was to be increased. 

In the Revised Application, MWD was no longer involved in the project. The 

Company requested authority to increase the hook-up fees primarily to finance 

construction and operation of the White Tanks treatment facility. For example, in 

Schedule JJD-2 “CUMULATIVE HOOK-UP FEE COLLECTIONS - STAFF RECOMMENDED” 

of the Staff Report filed October 21, 2006, projected cumulative hook-up fees 

through the year 2010 would be $96,827,865. This was to be the financial 

foundation upon which White Tanks was built. However, the actual cumulative 

Hook-Up fees appear to be significantly less than the projected. In fact, according to 

the Company’s response to RUCO data requests, it has collected approximately 

$2.9M in hook-up fees to date 

In summary, according to  the Company, hook-up fees were crucial for the 

success of the project. Not only were the hook-up fees necessary to  fund the 

project, they were also important for capital recovery. The Company stated that the 

plant was built solely for the use of future customers so future customers were to be 

the source of cost recovery. 
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Q. How did the Company describe the cost recovery and cost causation of the 

proposed White Tanks plant? 

A. Company witness Thomas M. Broderick explained it best in his Surrebuttal 

Testimony in Docket No. W-01303A-05-0718 a t  page 7, lines 11-19: 

“. . . MWD’s proposal would require al l  customers, existing and 
future to pay for the cost of the treatment plant. Although the 
plant will benefit al l  customers by reducing ground water 
consumption, the primary driver for the plant is to serve future 
customers. If Arizona-American were experiencing little or no 
growth in the Agua Fria Water District, it is unlikely that we would 
participate in a new surface-water treatment plant, either by 
building it ourselves or by buying treatment capacity from a third 
party. Because it is customer growth that largely drives the need 
for the plant, it is more equitable for these new customers to pay 
for the plant through increased hook-up fees for new construction 
than for existing customers to be saddled with a large rate 
increase.” (Note that a t  the time of submission of this testimony, 
the Company was forecasting 45,311 customers in 2011. Exhibit 
TMB-S1 of Broderick Surrebuttal Testimony.) 

In summary, according to Mr. Broderick, the plant was intended to benefit 

new customers, therefore, it should be funded by new customers and if there were 

insufficient customer growth, then the Company should not build the plant, or, 

indeed, should not even buy treatment from a third party. 
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9. Did MWD identify additional benefits associated with i ts  proposal to construct a 

regional surface water treatment facility? 

A. Yes. MWDs plan was to sell some of i t s  accumulated land holdings and use the 

proceeds to fund construction of the White Tanks facility. This would subsidize the 

plant for the benefit of MWDs landowners, including District customers of AAWC. 

MWD would also have lower operating costs because of the design of i ts plant, and 

the benefits of i t s  municipal status, such as low-cost power and freedom from 

taxation (property and income). The landowners/District customers of AAWC would 

receive landowner credit on their AAWC bill representing the margin (profit) of 

MWD. Therefore, according to MWD, i ts plan would create three benefits for 

AAWC’s customers: (1) a subsidized plant; (2) lower operating costs; and (3) 

landowner credits. 

Q. What did the Commission decide in that proceeding? 

A. The Commission, in Decision No. 69914, authorized AAWC to implement an 

increased hook-up fee, subject to refund, and authorized an accounting order to 

accommodate the Company’s construction of the White Tanks plant. It denied al l  

relief requested by MWD. 
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1 Q. After Decision No. 69914 was issued, what was the next AAWC proceeding 

2 involving White Tanks? 

3 A. 

4 

5 

6 

In Docket W-01303A-08-0227, the Company made several requests with respect to 

i ts White Tanks water treatment facility. First, it requested that $25M of White 

Tanks related CWlP be included in rate base; second, it requested a mechanism to 

defer and subsequently recover O&M expenses for the White Tanks Plant until such 

7 

8 

9 

expenses could be placed in rate base; third, the Company proposed to adjust the 

hook-up fee tariff by separating the single hook-up fee into separate components, 

and to make the second component (the White Tanks portion) ineligible for offset 

10 credits; and, fourth, it requested that it be allowed to defer post-in-service 

11 depreciation expense in excess of the associated amortization of WHU-1 fees in 

12 order to avoid depressing the Company’s earnings and increase i t s  revenue 

13 requirement, and that it be allowed to propose, in that proceeding, specific 

14 accounting entries to meet that objective. 

15 

16 Q. What did the Commission decide with respect to the Company‘s requests? 

17 A. In Decision No. 71410, the Commission did not authorize the requested $25M of 

18 White Tanks CWIP to be included in rate base. Other than that, the Commission 

19 generally granted the Company’s requests with respect to White Tanks. The 

20 Commission determined that the Company’s proposal to defer actual White Tanks 

21 Plant O&M costs as a regulatory asset was appropriate and allowed it. With respect 
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to the Company’s proposed hook-up fee modification, the Commission approved it 

with some modification regarding common facilities and conditions for refund. The 

proposed accounting changes for hook-up fee tariffs were approved. 

Q. After Decision No. 71410 was issued, what was the next AAWC proceeding 

involving White Tanks? 

A. In Docket W-01303A-09-0232, the Company did not address the White Tanks 

treatment plant and the corresponding Decision No. 72047 did not mention White 

Tanks. In the current proceeding, W-01303A-10-0448, the Company is requesting 

that White Tanks be placed in rate base. 

Q. Would you summarize the history of the White Tanks plant with respect to i ts  

intended use, i ts  ownership and its financing? 

A. Yes. With respect to i ts intended use, the plant was originally proposed by AAWC 

and MWD to be a regional surface water treatment facility. The original application, 

and the Staff Report in that proceeding referred to a regional facility with a t  least 

three water districts using the facility as well as the cities of Surprise and Goodyear. 

AAWC and MWD were originally proposed as joint owners with AAWC entering into 

a Capital Lease for use of the plant. Financing was to be joint between MWD and 

AAWC. Information was provided by MWD in the original proceeding to justify the 

use of the plant as a regional facility. 
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The plant was originally authorized to be built and (at  least implied) to be used as a 

regional plant. The plant was constructed with three trains to treat a maximum 

average of 20 MGD and is currently in use. I ts  use, however, is solely for the Agua 

Fria customers of AAWC. All other parties have withdrawn support of the plant, 

including the cities of Goodyear and Surprise. The Agua Fria CAP allocation of water 

is 11,093 acre feet per year, or a maximum daily average of a little less than 9.9 

MGD. According to Company officials, there are no plans to use the plant as a 

regional facility. 

Q. 

A. 

What is AAWC’s CAP allocation? 

11,093 acre feet per year for its Agua Fria system. Since each acre foot contains 

325,851 gallons, 11,093 acre feet converts to 9,896.4 MGD. RUCO understands that 

all non-Indian Municipal and Industrial (M&l) CAP water is fully allocated. AAWC can 

only increase its 11,093 acre feet Aqua Fria CAP allocation if another subcontractor 

of CAP water transfers i ts allocation to AAWC. 

Q. Since White Tanks has a capacity of 20 MGD, what CAP allocation would be needed 

to fully utilize the plant? 

22,418.2 acre feet per year. A. 
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Q. From a regulatory perspective what does the term “used and useful” mean? 

A. The concept matches the customers of a utility’s plant with the owner’s recovery of 

the cost of the plant. For example, if 100 per cent of a plant is being used by the 

current customers of the plant then those customers are the beneficiaries and they 

are obligated to pay the utility for i t s  cost of providing the plant. However, if only 50 

per cent of a plant is being used by current customers, then those customers are 

only obligated to pay for the 50 percent of the plant they are using and future 

customers should be obligated to  pay for the remainder of the plant when they use 

it in the future. 

In summary, the concept considers what portion of the plant or improvement is 

actually being used and i s  therefore subject to rate base consideration. If a plant is 

not in use, or used by current customers, then it should not be considered for rate 

base treatment because current ratepayers should not have to  pay for a plant that 

benefits future ratepayers. This simply follows the regulatory adage that cost 

causers should be cost payers. That is, current customers should pay only for the 

costs they cause and future customers should, in their turn, pay for costs they cause. 

This proper concept of used and useful does not exclude recovery of investment by 

utilities, it simply allows for the recovery of those costs to be from the customers 

that benefit from the investment. 
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1 Q. 

2 prudent? 

Has the Commission determined if the White Tanks plant is used and useful or 

3 A. No. 

4 

5 Q. If the Commission determines that building and operating the White Tanks 

6 plant was prudent, does this mean that the White Tanks plant is automatically 

7 used and useful? 

8 A. No. The concepts of prudency and of used and useful are different so the 

9 determination of used and useful and the determination of prudent must also be 

10 determined separately and on the merits of the situation being considered. 

11 Otherwise it would be very easy to force a violation of the matching principle. That 

12 

13 

14 

15 

16 

17 

18 

19 

20 

is, suppose a utility prudently built a surface water processing plant with a capacity 

to treat 80 MGD and had access to  only 10 MGD of surface water to treat. Under the 

notion that a prudent investment must, by definition, be used and useful, the 

current customers of the plant who only used 1/8 of the capacity of the plant would 

be forced to pay for the entire plant. This would force a mismatch because future 

customers are getting a free ride on the shoulders of existing customers. This would 

also create a powerful incentive for utilities to overbuild and gold-plate their 

investments to the detriment of customers. It makes economic sense, and, in my 

opinion, is in the public interest, for the Commission to make a determination of 
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prudency and a separate determination of used and useful after carefully 

considering al l  the facts of each case as it has done in the past. 

9. In your opinion, what would be the result of allowing a prudency determination to 

automatically determine whether an investment is used and useful? 

A. In my opinion, adoption of such a policy could tie the hands of the Commission in 

evaluating applications to include new plant and equipment in rate base. That type 

of policy could also be expected to induce utilities to over-invest and could result in 

misallocation of resources, causing unnecessary economic harm to ratepayers. 

4. Are there different ways of viewing the concept of used and useful? 

A. Yes. An engineering perspective recognizes the “lumpiness”2 of capital investment 

and looks to a planning horizon of up to five years to  measure used and useful. An 

accounting perspective generally takes a more current view of  investment but 

generally recognizes that future customers can be expected to  utilize currently 

unused portion of the plant and allows for depreciation expense to  be deferred 

matching the current unused portion of the plant with the future users of the plant. 

The term “lumpiness” refers to the character of capital investment compared to growth in customers. 
Essentially customer growth can be considered to be relatively smooth and continuous while capital investment 
occurs in discrete and large amounts. Since capital investments do not occur continuously they must be 
somewhat larger than currently needed in order to match demand and availability. A reserve amount of capital 
investment supports the increase in customers (demand) over time. 
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Q. Did Mr. Duffett determine what part of the White Tanks treatment facility is 

used and useful? 

A. Yes. Mr. Duffett determined the used and useful portion of the White Tanks plant 

on the basis of the ratio of total CAP surface water available to the White Tanks plant 

to the total capacity of the plant. He determined that 50 percent of the plant is used 

and useful. 

Q. In your opinion, is there any other way to estimate the used and useful portion of 

the White Tanks plant? 

A. Yes. One could look to the original intent and expected usage patterns of a regional 

surface water treatment facility in order to determine that part of the plant that 

would be used and useful for the AAWC Agua Fria customers. 

Q. What was the original intent and the expected usage patterns of the White Tanks 

plant? 

A. The original intent of the plant was to  serve as a regional surface water treatment 

plant. The use of White Tanks as a regional facility was identified by the Company in 

i ts original application and in its revision of the original application. White Tanks was 

also referred to as regional in the Staf f  Report in that proceeding. In i ts Comments 

filed in Docket No. W-01303A-05-0718 a t  page 2.2, the Maricopa Water District 
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Community 

1 Water Treatment Plant Planning Preliminary Engineering Study - Final Report - 

CAP Allocation 
A f h  I MGD I % of total 

2 August 2006 by Malcolm Pirnie, provided the following CAP Water Allocation table: 

Goodyear 
Avo n d a le 
El Mirage 

3 

17,742 15.9 35.8 
5,416 4.8 10.8 
508 0.5 1.1 

Surprise 

Agua Fria (Arizona-American) 
Sun City (Arizona-American) 

Total 

White Tanks (AZ Water Company) 

Sun City West (Arizona-American) 

7,303 6.6 14.9 
968 0.9 2.0 
11,093 9.9 22.3 
4,189 3.7 8.3 
2,372 2.1 4.7 
49,152 44.4 100 

According to the Report, total AAWC communities (AF, SC, and SCW) account for 

35.4 percent (15.7 MGD) of the regions CAP allocation. Allowing for a 25 percent 

reserve margin would provide a used and useful proportion of about 44 percent 

which supports Mr. Duffett’s results. 

8 

9 Q. Does your used and useful estimate overstate the benefit of the plant to Agua Fria 

10 customers? 

11 A. 

12 

13 

14 

My estimate is fair and properly balances the interests of ratepayers and that of the 

Company. The 44 percent used and useful estimate is  for all AAWC customers in the 

MWD service area. Agua Fria customers comprise only 22.3 percent of the total CAP 

allocation and 63 percent of AAWC customers intended to use the regional plant. 

15 
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Q. Had the Company continued with its original plan to utilize the White Tanks 

treatment facility as a regional facility, could you make a broad estimate of the 

capital requirements that current Agua Fria customers would have been 

responsible for? 

A. Yes. If the White Tanks plant had been designed and used as a regional facility as 

originally represented, the cost of the plant would have been around $70M for a 60 

MGD plant (using the AAWC cost and the MWD estimates) submitted in Docket No. 

05-0718. Agua Fria’s portion of that cost would have been about 22.3 percent, so an 

estimate of the allocated capital cost is .223 * $70M = $15.61M. This is significantly 

less than the $62M requested by the Company to be put in rate base and the capital 

cost of the difference represents a significant portion of the Company’s requested 

increase in revenue. 

14 

15 Q. What is the regulatory concept of Prudence? 

16 A. Prudence addresses whether or not a utility’s investment was unreasonable, 

17 dishonest, or wasteful. 

18 

19 

20 
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1 Q. Are the concepts of used and useful and prudent the same? 

2 A. 

3 

No. An investment may be prudent but not used and useful. That is, the investment 

may have been reasonable, honest and not wasteful but not used and useful for 

4 

5 

current customers. If only one half of a plant is used by existing customers and the 

remainder is reserved for future customers, then that unused part of the plant is not 

6 used and useful, but may become used and useful in the future. 

7 

8 Q. In your opinion was the investment in the White Tanks plant as it was 

9 constructed and is currently used a mistake? 

10 A. The White Tanks plant was originally presented and sold as a regional plant. The 

11 economies of scale associated with a regional plant serving eight water districts is 

12 

13 

14 

significant and the expected capital cost per water district would not have been 

excessive. The actual construction of the plant, however was for a single user, Agua 

Fria (even though, in Surrebuttal Testimony, Gross, Exhibits, indicates the City of 

15 Goodyear would have a treatment capacity of 15 MGD and the number of Agua Fria 

16 customers would be 45,000 in 2011). 

17 The City of Goodyear did not participate in the plant and Agua Fria’s maximum daily 

18 

19 

average, based on i ts  CAP allocation of 11,093 acre feet of water per year is  slightly 

less than 9.9 MGD. The plant is designed to accommodate a daily treatment of 20 

20 

21 

MGD so a t  maximum production for i t s  current CAP allocation, the plant will operate 

a t  less than 50 percent of capacity. In addition, as a stand-alone unit for Agua Fria, it 
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9. 

A. 

could take over thirty years for the plant to reach i ts  current capacity of 20 MGD. So, 

in my opinion, the plant was built on the basis of mistakes: (1) mistakes regarding 

the customer growth of the service area; (2) mistakes regarding the demand for CAP 

treated water by adjacent water districts; and, (3) mistakes regarding the source of 

financing of the plant. That is, the plant was a mistake and Agua Fria customers 

would be better off from a cost-benefit perspective without the plant than with it in 

i ts current form and operation. 

Was the construction and current use of the White Tanks plant prudent? 

No. The decision to build the plant was not prudent and the current use of the plant 

is not prudent. The White Tanks plant turned out to be an expensive mistake that 

could easily have been avoided. The Company said it best: “If Arizona-American 

were experiencing little or no growth in the Agua Fria Water District, it is unlikely 

that we would participate in a new surface-water treatment plant, either by building 

it ourselves or by buying treatment capacity from a third party.” (Broderick 

Surrebuttal Testimony, Docket No. W-013A-05-0718, page 7, lines 14-16.) At  the 

time construction began on the plant, new customer hook-ups had dropped to 

almost zero which meant that the funding for the plant was not being generated and 

that the new customers who were to benefit from the plant were not arriving. In 

this situation, the Company’s stated policy was to stop the process, yet it did not do 

so. 
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The Company pitched the plant to the Commission as a regional plant. However, it 

was not constructed as a regional plant. AAWC noted (Gross Surrebuttal Testimony 

Exhibits) that the City of Goodyear was to have 15 MGD which, when added to Agua 

Fria’s allotment of 9.9 MGD would exceed the capacity of the White Tanks plans. 

Therefore, the use of the plant was misrepresented. 

The Company stated that “. . , i t s  proposal to finance the White Tanks Project 

with hook-up fees places the costs on new customers, whose addition to the system 

is causing the need for the plant.” (Decision No. 69912, page 8 lines 23 -25.) The 

Company explicitly recognized that new customers caused the plant to be 

constructed, it knew that new customers and housing starts (hook-up fees) had 

dwindled to virtually nothing, yet it continued to imprudently pursue the White 

Tanks project. Even though it recognized that existing customers did not cause the 

plant to be needed and were not the intended source of funding for the plant. The 

Company is now trying to remedy i ts imprudent decision-making by recovering the 

total cost of the plant from existing customers. 

Q. What is the Sierra Montana Storage Tank? 

A. The Sierra Montana Storage tank is a 2.2 million gallon storage tank which was 

placed in service on December 8, 2008. According to the Company, the added 

capacity was needed to address an existing storage capacity deficit in the service 
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9. 

A. 

9. 

A. 

area and accommodate additional water supplies from Waddell Haciendas Well and 

from Water Plant 4. The additional storage capacity also allowed Water Plant 8 to 

meet projected summer peaking demands of 3.5 MGD, in addition to fire-flow 

requirements. The total cost was $1,796,175. 

Did the Company consider the possible impact of the White Tanks treatment 

facility on i ts storage capacity requirements? 

The Company did not address that issue in i t s  application. 

What do you recommend with respect to placing this capital investment into rate 

base? 

Given the absence of explanation there is some basis to exclude the Sierra Montana 

storage tank. However, until additional explanation can be had, I recommend that 

the same used and useful percentage, 50 percent, be applied to  this investment be 

excluded. If current discovery does not support the inclusion of the plant, RUCO 

reserves the right to  amend this recommendation on surrebuttal. 
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2 Q. What is the Route 303 Water Line Relocation? 

3 A. According to the Company, the Arizona Dept. of Transportation (ADOT) embarked on 

4 a major upgrade of Route 303 in the fall of 2008. A number of the Company’s 

5 waterlines existed within the ADOT right of way and were in conflict with new road 

6 underpasses, drainage structures, sound walls, etc. ADOT required relocation a t  the 

7 Company’s expense in locations where the ADOT right of way pre-dated the 

8 installation of the Company’s waterline. The Cost was $372,727. According to the 

9 Company, none of i t s  costs were reimbursed by the ADOT. 

10 

11 Q. Do you recommend including this investment in rate base? 

12 A. 

13 

14 

Yes, if the investment is a direct result of compliance with ADOT directions. RUCO is 

in the process of securing verification from the Company and reserves the right to 

modify its recommendations if verification is not forthcoming. 

15 

16 en 

17 9. What is the Big Bend Acres Storage Tank? 

18 A. 

19 

20 

21 $643,834. 

According to AAWC a Company study identified the need to replace an aging 

125,000 gallon bolted steal tank. There was also an existing storage deficit in that 

water zone of approximately 1.71 million gallons. The new 250,000 gallon tank cost 
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1 Q. Do you recommend that the investment be included in rate base? 

2 A. 

3 

4 

5 

6 base. 

No. It would appear that this investment may not be prudent. An investment of 

$643,834 on a water tank that only solves 15 percent of the storage deficit in that 

water zone leaves 85 percent of the storage deficit unsolved. Unless the Company 

can provide further support, RUCO recommends the plant be excluded from rate 

7 

8 Lake 

9 Q. What is the Lake Mohave Highlands Storage Tank? 

10 A. 

11 

12 

13 

14 

According to AAWC, the existing welded steel tank has a capacity of 110,000 and is 

corroded. The total storage requirement for this zone is 143,381 gallons. The tank 

cannot be taken off-line for inspection and repair. A 150,000 gallon welded steel 

tank is being constructed a t  a cost of $660,171. Although the plant is not completed 

the Company wants to include its cost in rate base. 

15 

16 Q. Do you recommend that the cost of this welded steel tank be placed in rate base? 

17 A. 

18 

No. Completion of the tank did not occur during the test year, therefore, the plant 

should not be included in rate base. 

19 

20 
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Q. Have you completed your analysis of the other Capital Investments? 

A. No. I have not been able to complete this part of my analysis. I expect to complete 

the analysis and provide more thorough testimony in my Surrebuttal testimony. 

5 

6 Q. What are your recommendations? 

7 A. 

8 

9 

10 

11 

12 

13 

Arizona-American Water Co. (AAWC) filed an Application for a Determination of the 

Current Fair Value of i ts Utility Plant and Property and for Increases in i ts Rates and 

Charges Based Thereon for Utility Service by i ts Agua Fria Water District, Havasu 

Water District, and Mohave Water District. Among other things, the Company 

requested a revenue increase of $20.8 million and seeks to put an additional $74 

million of i ts capital investment into rate base. The White Tanks original cost 

amount rate base, according to Company witness Broderick is $62,534,962. 

14 My testimony describes and presents evaluations, observations and 

15 recommendations regarding whether the White Tanks treatment plant is  currently 

16 used and useful. My analysis is geared towards determining whether AAWC’s 

17 request to place the original cost of White Tanks in rate base is in the ratepayers’ 

18 best interest. In addition, I reviewed and evaluated the Company’s request to 

19 include four other capital projects in rate base. 
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As a result of my review and evaluation of the information available in this 

proceeding I have determined that no more than 50 percent of the White Tanks 

plant is used and useful. The decision to build the plant was made on the basis of 

mistakes as was the decision to use it as a stand-alone rather than a regional surface 

water treatment plant. Throughout the history of the plant the Company had 

opportunities to limit i ts financial risk, but chose not to  do so. The current use of the 

plant is not in the best interest of current Agua Fria ratepayers compared to the 

original design and intent of the project. The decision to build and operate the 

White Tanks treatment plant was imprudent. 

10 

11 9. Does that conclude your testimony? 

12 A. Yes. 

13 

14 
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Thomas H. Fish, PhD 

Tfish@ariadaireconomics.com 

1020 Fredericksburg Rd. 
Excelsior Springs, MO 64024 

email: tfish@ariadaireconomics.com 
(816) 630-0628 

EDUCATION 

University of Arkansas Ph.D., Major: Economics. Minors: Marketing/Management, 
Finance, and Quantitative Methods. 

Central Missouri State University, Warrensburg: MA, Economics 

University of Missouri - Kansas City, Kansas City BA, Economics 

EXPERIENCE 

Administrative proceedings - participated in over 80 proceedings involving 
economics, statistics, accounting, finance, market structure and industrial organization 
issues in telecommunications, electric, and oil and natural gas distribution industries. 

Managerial experience - Over 20 years experience in managing private businesses. 
Experience in personnel, economics, market research, finance, accounting, and operations 
management. Managed technical departments in several firms and was group manager in 
many major projects. 

Judicial proceedings - participated in over 70 proceedings involving antitrust, 
contract damages, insurance defense, economic loss, market structure and performance, 
and other related economics/statistics/finance issues. 

Other engagements - participated in over 75 private industry and governmental 
engagements involving economics, market structure, statistics, finance, and operational 
issues. 

Teaching Experience -Through July, 2003 Professor of Business and Economics a t  
William Jewel1 College. Duties included teaching classes in Economics, Finance, Quantitative 
Methods, and Management. 
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College on an adjunct basis between 1984 and 1997. Taught graduate and undergraduate 
Taught classes a t  Webster University, Avila College, and Longview Metropolitan 

classes in the areas of Management, Marketing, Financial Accounting, Finance, Statistics, 
Quantitative Methods, and Economics. 

Experience 

1981-1986 Regulatory Consulting and Expert Witness Services. Ariadair Economics 
Group. Concentration on Regulatory Consulting and Expert Witness Services 
for Regulatory Commissions and Consumer Advocates. 

1986-1987 Directory, Economics Department, LMSL Consultants, Overland Park, Kansas. 
Concentration on Regulatory Consulting and Expert Witness Services for 
Regulatory Commissions and Consumer Advocates. 

1987-Present Judicial and administrative litigation consultant and expert witness, Ariadair 
Economics Group. Regulatory consulting and the regulatory experience led 
to a large number of utility antitrust and related litigation engagements in 
addition to regulatory Commission and Consumer Advocate regulatory 
engagements. During the period 1981 -2000 taught on an adjunct basis a t  
local colleges including Avila University and Webster University. During the 
period 1981-1999 had Consumer Advocate clients in Arizona, Nevada, Illinois, 
Ohio, Pennsylvania and Maine. Also during this period had Commission 
clients in Nebraska, Oklahoma, Tennessee, Pennsylvania, Missouri, and South 
Dakota, 

2001-2006 Professor of Business and Economics a t  William Jewel1 College, Liberty, Mo. 
During this period also had several judicial litigation engagements involving 
asset valuation and economic loss.. 

PUBLICATIONS 

"An Analysis of Valuation of Community Bank Stocks." Quarterly Community Bank Journal, 
April, 1983. 

"An Analysis of Trends in Prices of Community Bank Control Sales." Quarterly Community 
Bank Journal, July, 1983. 

"An Analysis of Publicly Traded Multi-Bank Holding Company Market Performance After 
Acquisition of Community Banks." Quarterly Community Bank Journal, October, 1983. 

"Derivation of a Valuation Index for Community Bank Control Sales." Quarterly Community 
Bank Journal, January, 1984. 
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RESEARCH 

Professional Presentation 

"An Econometric Model of Missouri." Presented a t  the Missouri Valley Economic 
Association, 1974. 

Consulting Research 

Economic Impact of Various Utility Rate Structures on State and Regional Economies. 

Demographic Analysis of Economic Regions. 

Determination of Market Characteristics and Parameters for Jet Aircraft Manufacturing 
Firms. 

Determination of Optimal Refinancing and Capital Structuring and Corresponding Cost of 
Capital and Return for Acquisitions and Mergers. 

An Econometric Analysis of NECPA Pricing Policies. 

An Econometric Analysis of the Effect of the Proposed 15% Severance Tax (Senate Bill #892) 
on the Economy of the State of Kansas. 

Curtailment of Demand Econometric Model for Cincinnati Bell Telephone Company's Service 
Area. 

Development of Control Procedures for Large Construction Projects. 

Development of Automatic Bill of Materials Systems of Manufacturing Processes. 

Development of Planning and Forecasting Models. 

Utilization of Economic Analysis in Business Decision-Making Situations (Seminar). 

A Long-Term Forecast of Relative Costs of Alternative Energy Sources. 

Analysis of the Validity of Sampling Procedures for Determination of the Growth Component 
of the DCF Model. 

Analysis of the Relative Risk of Customer Classes of Electric Companies. 

Development of EDP Models for Determining Optimal Price, Financing Strategy, and 
Expected Return for Corporate Acquisitions and Mergers. 
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Analysis of Asset Valuation in Bankruptcy Cases. 

Preparation of Bank Charter Applications and Supporting Economic/Demographic Analyses. 

COLLEGES COURSE TAUGHT 

Manaqement 

Bank Management 
Financial Management 
Global Issues in Business 
Human Resource Management 
International Business Management 
Introduction to Business 
Introduction to Management 
Marketing Research 
Organization and Management 
Organizational Behavior 
Small Business Management 
Strategic Management 
Telecommunications Management 

Finance 

Financial Management 
Intermediate Finance 
International Finance 
Portfolio Selection 
Principles of Finance 
Readings in Finance 
Seminar in Finance I 
Seminar in Finance I I  

Quantitative Methods 

Business Math 
Econometrics I 
Econometrics II 
Quantitative Analysis I 
Quantitative Analysis II 
Statistics I 
Statistics II 

Computer lnforma tion Sys temdln for ma tion Technoloq y 

Computer Applications in Business 
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IT Systems Analysis and Design 
Systems Analysis and Design I 

Systems Analysis and Design II 

Economics 

Advanced Microeconomics 
Business Cycles and Forecasting 
Current Issues in Economics 
Econometrics I 
Econometrics II 
Fiscal Policy 
Industrial Organization 
Intermediate Macroeconomics 
Intermediate Microeconomics 
International Economics 
Macroeconomics 
Managerial Economics 
Microeconomics 
Money and Banking 
Principles of Econ I 
Principles of Econ II 
Readings in Economics 

Financial Accountinq 

Cost Accounting 
Federal Income Tax 
Financial Accounting I 
Financial Accounting II 
Intermediate Financial Accounting 
Managerial Accounting 
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9. 

A. 

9. 

A. 

9. 

A. 

9. 

A. 

Please state your name, occupation, and business address. 

My name is Royce A. Duffett. I am an Engineer with Ariadair Economics Group. My 

business address is 1020 Fredericksburg Rd., Excelsior Springs, MO 64024. I am also 

owner of RAD Construction and Engineering, a Design/Build company, a t  411 W. 

Lexington, Richmond, MO 64085. 

What does Ariadair Economics Group do? 

Ariadair Economics Group provides expert witness and consulting services in 

administrative and judicial litigation proceedings. 

Please describe your educational background. 

I hold a B.S. degree in Civil Engineering from University of Missouri -Columbia. I am 

a registered Professional Engineer in the State of Missouri. M y  number is: 

2002016645. 

Please describe your professional experience. 

I was responsible for cost analysis and safety issues for utility asset relocation. I have 

extensive experience with Design/Build construction projects including utility 
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1 assets/safety considerations. I have extensive experience in the adherence of 

2 

3 

contracted work to the Missouri Department of Transportation: plans, specifications, 

special provisions and contracts, construction and supervision of contractors to the 

4 

5 

State of Missouri for roads, bridges and other transportation areas. I wrote and 

approved change orders for contract changes and was responsible for over $25M in 

6 contracts per year. I am the owner of one of the few design/build engineering 

7 

8 

construction companies in Missouri. I am responsible for the design of water main 

and sewer main extensions including approval from the Missouri Department of 

9 Natural Resources as it regulates water pressure, pipe sizing and demand 

10 

11 

requirements. My company handles all aspects of construction from design of the 

project to site preparation, utility line installation to completion of finished buildings. 

12 

13 Q. What is the nature of your testimony in this proceeding? 

14 A. 

15 

16 

17 

We were directed by the Residential Utility Consumer Office to determine whether 

Arizona American Water Co.’s (AAWC) White Tanks surface water treatment plant 

requested to be placed in rate base in this proceeding is currently used and useful 

and whether it’s operation is in the best interest of residential ratepayers. 

18 

19 
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T T 

Q. 

A. 

Q. 

A. 

What is the White Tanks surface water treatment plant? 

White Tanks is a surface water treatment plant built by AAWC to treat Central 

Arizona Project (CAP) water. The Company has historically relied on well water as 

the primary source of water for i t s  customers. To facilitate future development and 

avoid unnecessary lowering of the water table, Arizona-American and several local 

municipalities formed a group called WESTCAPS and began to develop plans for a 

West Valley surface water treatment plant known as White Tanks Regional Water 

Treatment Plant, to service all of their respective customers. All of the participants 

dropped out before the plant began construction and have no immediate plans for 

participation. Arizona-American in conjunction with Maricopa County Municipal 

Water Conservation District Number One (MWD) proceeded with the construction of 

the plant. There was some discord between the parties and MWD dropped out of 

the project shortly thereafter. AAWC continued with the project and according to  

the Company, the plant became operational in November, 2009. For further 

discussion about the history of the plant, please refer to the testimony of my 

colleague, Thomas Fish. 

What did your analysis and evaluation consist of? 

First, I conducted a review and analysis of the Company’s application and associated 

testimonies, and its responses to data requests from RUCO and other parties to the 
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proceeding. 

Com pa ny personnel. 

Then I visited the White Tanks treatment facility and interviewed 

9. 

A. 

e 

e 

e 

e 

e 

What does the White Tanks water treatment facility consist of? 

According to Company witness Crooks the White Tanks facility consists of the 

following major components: 

A surface water intake structure on the Beardsley Canal, with associated fixed 

screening, automated gate structure, flow meter, piping and controls. Design and 

construction was accomplished by the Maricopa County Municipal Water 

Conservation District Number One (MWD) with reimbursement from the White 

Tanks project. 

Mechanical bar screen, which provides fine screens to remove additional debris from 

the intake structure. Pre-treatment chemical feed facility, which controls algae and 

addresses possible taste and odor issues. 

Two 10 million gallon raw water reservoirs, with associated pumping station. 

Water treatment facilities, including mixing, flocculation, dissolved air floatation 

clarification, and filtration. 

Finished water and disinfection facilities, including ultraviolet light disinfection, 

chlorination, storage basins and pumping station. 
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2 

0 Residual processing facilities, including dissolved air flotation solids removal, filter 

backwash, filter-to-waste system, waste water clarifiers, return flow pumping, and 

3 sludge drying beds. 

4 Chemical feed and storage facilities. 

5 0 Administrative and control facility, which includes staf f  offices, process laboratory, 

6 and maintenance area. 

7 0 1.1 mile of 48" diameter concrete cylinder transmission main, which provides 

8 treated water from the plant to the existing transmission system in Agua Fria Water 

9 District. 

10 0 Emergency generator 

11 

12 Q. 

13 

Would you explain the source and quantity of surface water available to be 

processed by the White Tanks plant? 

14 A. 

15 

The surface water available to be processed by the plant is the CAP water allotment 

to AAWC's Agua Fria service area. That allotment is 11,093 acre feet per year. The 

16 

17 

intended use of the plant was to treat AAWC's CAP water allocation for Agua Fria. 

Any demand for potable water not met by treated CAP water would be met by 

18 groundwater from AAWC's wells located throughout i t s  Agua Fria system. 

19 

20 

21 
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AAW CAP A l lo tment  

AAW water  processed 20101 
White tanks capacity 

1 Q. Would you explain water units of measure?” 

Per year Per year per day (MGD) Capacity 
11,093 3,615,108,000 9.898 49.45% 
7,149 2,329,480,088 6.378 31.85% 
22,418 7,300,000,000 20.000 100% 

2 A. Yes. There are fixed units of measure for water. That is, for example, water 

2010 
January 

February 
March 
April 
Mav 

3 measurement is like measurement of distance. Just as the relation between an inch, 

Wgal Acre Ft Max Day K/gal 
6.534 0.020 6.534 

27,112.646 83.206 5,66 1.27 1 
175,63 1.360 538.993 7,780.107 
229,070,220 702.991 9,O 8 2.2 6 0 
280.8 13.241 861.784 10.483.207 

4 a foot, and a yard is fixed, Le., 36 inches in a yard, 12 inches in a foot, and 3 feet in a 

December 

5 yard, the relation between gallons of water and acre feet of water is also fixed. That 

74,682.590 I 229.192 I 8,178.488 

6 is, there are 325,851 gallons of water in one acre foot. The following table shows 

7 some important relationships for this proceeding: 

I tem I AcreFeet I Gallons I Mi l l iongal lons I P e r c e n t o f  1 

8 

9 Notice that in the table there are several different measures. These are acre 

10 feet per year, gallons per year, and million gallons per day. They all refer to the 

11 same quantity of water. Therefore, 11,093 acre feet of water is the same amount as 

June I 310,813.241 I 951.514 I 12,701.175 
Julv I 186.639.393 I 572.775 I 9.690.340 
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2 

3,615,108,000 gallons and is the same amount as 9.898 Million Gallons per day. This 

means that, for example, the percent of capacity remains the same whether it is 

3 calculated as the ratio of acre feet per year to  White Tanks acre feet capacity per 

4 

5 

year, gallons per year to  White Tanks gallon capacity per year, or million gallons per 

day (MGD) to White Tanks MGD. 

6 

7 9. 

8 Tanks project? 

Why is the CAP water allotment important with respect to evaluating the White 

9 A. RUCO understands that all non-Indian Municipal and Industrial (M&l) CAP water i s  

fully allocated. AAWC can only increase i ts 11,093 acre feet Agua Fria CAP allocation 10 

11 if another subcontractor of CAP water transfers i ts  allocation to AAWC. 

12 

13 Q. 

14 treatment facility? 

What information did you learn from your visit to the White Tanks surface water 

15 A. 

16 

I was able to see the processes that this plant uses for the treatment of the raw 

water to produce drinking water. From the onsite visit I was able to witness the 

17 plant’s instant demand and production rates, the quality of water coming into the 

18 plant and the quality of water produced a t  the plant. The employees provided me 

19 with an explanation of the CAP water availability and the use of that water. 

20 Currently, the allotment of the CAP water for this plant is 9.9 MGD. Although the 

21 plant produces water a t  a rate exceeding that during peak usage times, the 
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1 maximum amount of water AAWC can access via its water rights is limited to an 

2 

3 

average of 9.9 MGD. During the past year, the production of water a t  this plant was 

zero during December and January due to MWD shut down of the canal leading to 

4 

5 water. 

the plant. During the shutdowns, AAWC uses existing wells for the area drinking 

6 

7 Q. In your opinion, is the plant adequate for the demand of water to the current 

8 customers? 

9 A. According to Engineering Bulletin 10, the design criteria for water treatment 

facilities, the minimum general services requirement is 100 gallons per capita per 10 

11 day. According to the US Census Bureau, the average household in Maricopa County 

12 

13 

14 

is 2.85 persons. This would translate into a minimum requirement of 285 gallons per 

household per day. With 30,000 customers served, the minimum requirement 

would be 8.55 MGD. This does not account for large users such as car washes, 

15 

16 

laundry mat, industry or peak requirements. The allotment of 9.9 MGD would seem 

to be a sufficient amount to serve the customers of this area. 

17 

18 Q. What could be used to determine future water demand? 

19 A. The growth rate of households and businesses in the Company’s service area. The 

20 census bureau provides a growth rate of the area over the last 10 years. This was a 

21  24.4 percent increase. At an annual rate of 2.4 percent, it would take about 31  years 
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1 

2 this growth rate. 

to reach the 20 MGD. The Company’s allotment of CAP water may not keep up with 

3 

4 9. 

5 

You mentioned earlier that the plant was designed to treat 20 MGD. Does that 

mean that the plant can accommodate changes in the demand up to 20 MGD? 

6 A. 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

No. The plant was not designed to serve as a peak demand plant. That is, it is not a 

peaking unit; the Company’s wells serve peak demand. While the plant has the 

capability of operating constantly a t  20 MGD, it is not designed to be used to satisfy 

peak demand. According to NCS, the Company’s engineering advisors, in i ts 2010 

operations report to the Company: “Several meetings with AAWC Staff established a 

baseline strategy where each water plant will have a flow control valve in order to 

ensure that the WTWTP is not used as a peaking plant.” The plant is capable of 

producing 20 MGD, but until their allotment of CAP water is increased, the plant can 

only produce a maximum average of 9.9 MGD. The true capacity of the plant is 20 

MGD but only a maximum of 9.9 MGD (on average) of surface water is available for 

processing. 

17 

18 

19 



~ 
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9. 

A. 

9. 

A. 

What is the concept of “used and useful”? 

The concept matches the customers of a utility’s plant with the owner’s recovery of 

the cost of the plant. For example, if 100 percent of a plant is being used by the 

current customers of the plant then those customers are the beneficiaries and they 

are obligated to pay the utility for i t s  cost of providing the plant. However, if only 50 

percent of a plant is being used by current customers, then those customers are only 

obligated to pay for the 50 percent of the plant they are using and future customers 

should be obligated to pay for the remainder of the plant when they use it in the 

future. That is, if part of a plant is not being used and is not required for current use 

then that part of the plant is not used and useful. 

Did you determine what part of the White Tanks treatment facility is used and 

useful? 

Yes. In this situation the used and useful portion of the White Tanks plant is the 

ratio of the surface water available for processing to the total processing capacity. 

This is shown in the first row, last column, of the table presented above, 49.45 

percent. That is, the plant has twice the processing capacity required to  process all 

Agua Fria’s available CAP water. Therefore, only half the plant is used and useful. 
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1 Q. 

2 growth? 

Isn’t this being unfair to the Company since they expect significant customer 

3 A. 

4 

5 

6 

7 

8 

No. In fact this used and useful percentage is quite generous. Growth in the number 

of customers really doesn’t affect my determination because the surface water 

treatment potential of the plant is constrained by the CAP allotment of surface 

water. In addition, the Company did not use its full CAP allotment in the most recent 

year available, 2010. As shown in the second row of the table above, the Company 

only processed 7,149 acre feet of CAP water of its allocation of 11,093 acre feet. 

9 

10 Q. 

11 plant? 

Are there other ways of estimating the used and useful portion of the White Tanks 

12 A. 

13 

14 

15 reliability of that technique. 

Yes, but they are constrained by the surface water available. For example, a five 

year estimate of customer growth could form the total water processed to  capacity 

ratio except that the limitation on available water available to process limits the 

16 

17 Q. Does that conclude you testimony? 

18 A. Yes. 
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rduffett@ariadaireconomics.com 

ED U CAT1 0 N 

199 1-1994 B.S., Civil Engineering, University of Missouri 

Special Courses: Numerous special courses dealing with safety, project management 
and planning, construction contract administration, and related issues. 

REGISTRATIONS: Registered Professional Engineer in Missouri, No. 2002016645 

POSITIONS 

1994 - 2000 Construction Inspector Missouri Department of Transportation 
- Kansas City, MO. 

2000 - 2005 
2005 - present 
2009 - present 

Resident Engineer, Missouri Department of Transportation. 
RAD Construction & Engineering, Owner. 
Ariadair Economics Group, Engineer. 

EXPERIENCE 

Summary Responsible for cost analysis and safety issues for utility asset relocation. 
Design/Build construction projects including utility assets/safety considerations. 
Extensive experience in the adherence of contracted work to the Missouri 
Department of Transportation: Plans, specifications, special provisions and 
contracts. Construction and supervision of contractors to the State of Missouri for 
roads, bridges and other transportation areas. Wrote and approved change orders 
for contract changes. Responsible for over $25M in contracts per year. Operates 
the only design/build company in Missouri. 
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